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INSIDE THIS ISSUE

T

his month, we’re focused on Asia...
It’s a big place currently ignored by most
U.S. investors... and it represents a major
opportunity. But we cannot consider Asia
without considering trade, from free-market
idealism to the looming prospect of a trade war.

• Famed real estate investor Peter
Churchouse details why the Singapore
property market is back...

Editor in Chief P.J. O’Rourke gets us
started with why trade takes brains and guts.
If you understand the (sometimes frivolous!)
history of trade, you’re well on your way.

• Fund manager Rahul Saraogi tells about
a 100-year opportunity in India.

Then, we focus on China, the biggest Asian
market by far...
Bestselling author Turney Duff shows why
most hedge funds have missed the huge move
in China.
Financial analyst Dr. Steve Sjuggerud
details the biggest mistake of his career... and
why it could lead to the biggest gains of your
life. And we’ve partnered with Real Vision –
the “Netflix for Investors” – to give you a free
insider view of a two-part video series with
Steve. Your exclusive access is on page 35.
P.J. interviews the toughest guy he knows
about his experience doing business “on the
ground” in China... from a shared history of
Molotov cocktails to a wrench thrown at his
head. And Victorino Matus tells how to
survive being “feasted to death.”
Then we’re moving past China and into the
other parts of Asia...
• Kim Iskyan shares three emerging markets
that aren’t on your radar...
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• Dr. David Eifrig writes why Japan offers
disaster protection for your portfolio...

• And well-known economist Nicholas
Eberstadt shares everything you need
to know about the very real North Korean
threat.

“

I said, ‘When you knocked
him down the stairs were
you wearing an Armani
suit like you are now?’
Tom said, ‘Yep.’
P.J. O’Rourke

Plus, don’t miss John Podhoretz’s take on
why China hasn’t taken over pop culture yet
(thank goodness). P.J. interviews the chief risk
officer at a “darn big and important” global
financial institution to weigh the risk of Asia
against the risk of the U.S. And Buck Sexton
talks about the Olympics in the shadow of a
nuclear showdown.
Enjoy the issue. And tell us what you think at
feedback@americanconsequences.com.
Regards,
Steven Longenecker
Managing Editor, American Consequences
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SOME THOUGHTS ON

THE HI

We cannot consider Asia without considering trade. Our trade
with China, for example. Some may view it with alarm...
“OMG! The U.S. trade deficit with China
is $344 billion!”
Others with glee...
“Ha-ha-ha! We got China to take $344
billion of our worthless fiat money! Suckers!”
But no one regards trade with China as
meaningless.
Trade is never meaningless. Trade is how –
for good or for ill – the modern world was
formed. Everyone on Earth is now linked to
everyone else. What links us is not society or
ideology. And, God knows, it’s not religion.
There are only two forces powerful enough
to cause 7.6 billion people to hook up with
each other.

CLICK
HERE

TO READ
THE WEB
VERSION
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One, of course, is the power of sex. But
people have to be in reasonable proximity to
each other to have sex (or in the same Internet
chat room).
The other force is the power of trade. (And
that Internet chat room wouldn’t exist
without it.)

February 2018

Trade is different from barter or exchange.
Barter and exchange and most other forms
of buying and selling can be conducted in
familiar settings. Trade takes brains and guts.
Chimps in their trees exchange picking nits
out of each other’s fur.
Trade means taking your goods on the road.
The root of “trade” is the Old Saxon word
trada meaning “trail.”
In order to trade you have to have some idea
of why that trail is there and where it leads.
Hence trade invents history and geography.
You need a notion of what kind of people are
at the other end of the trail, what they want
to trade for, and what they have to trade with.
Hence trade invents sociology and economics.
You’ll also require a means of communicating
with those people. Hence the study of
languages.
You’ll want to do careful calculations about
what bulk of goods can be carried on the
trade route, how the goods and the necessary

LETTER FROM THE EDITOR

ISTORY
OF TRADE
supplies for the trip will be transported, and
the methods by which you can protect your
goods and yourself. Hence math, physics,
and ROTC.
Before you’ve even left on your trading
venture, you’ve invented an entire college
curriculum and gotten your degree.
You’ve also invented business. A trade
expedition requires more resources than one
man can provide. You’d have to be really rich
to accumulate a worthwhile amount of trade
goods. You’d have to be really big, strong, and
the size of an elephant to carry the goods and
your gear. And you’d have to be more skillful
than elephants usually are with sword, dagger,
spear, and bow for fighting off robbers and
brigands.
Maybe Conan the Barbarian could do it.
But Conan, at least as played by Arnold
Schwarzenegger, never struck me as a
college man.
It’s surprising that anyone ever set out to trade
at all. And, at first, they probably didn’t.

At first, people set out to be those robbers
and brigands. They didn’t trade, they just took
stuff from other people and killed them all.
Then it dawned on the robbers and brigands...
“We can’t go back and take more stuff from
those other people. We killed them all.”

“

Trade is different from
barter or exchange...
Trade takes brains
and guts.

Trade has the advantage of
being repeatable. Alas, as
the history of the world
proves, war turns
out to be repeatable
too. But it takes a
lot longer to recover
from bleeding than it
does from banking your
profits.

American Consequences

7

LETTER FROM THE EDITOR
But there’s an aspect to trade that’s even more
surprising than its existence...
Trade, while never meaningless, is often –
even usually – frivolous.
The earliest archeological evidence of long
distance trade is found in the Middle East
and dates back as far as 14000 to 12000 B.C.
at the end of the last ice age.
The trade involved obsidian, a volcanic
glass which is found in what would become
modern Turkey and which wound up in
Mesopotamia.
Obsidian is useful. It can be chipped to form
an extremely sharp edge and provided the best
cutting tool available until the Bronze Age,
circa 3300 B.C.
Yet I have my suspicions about how utilitarian
this obsidian trade was. Flint, readily available
in Mesopotamia, can also be chipped to a sharp
edge – sharp enough for practical purposes.
But maybe not sharp enough for impractical
purposes such as circumcision.
The ancient Egyptians are known to have used
obsidian knives for this “rite of passage” that
boys had to endure when they reached puberty.
Rites of passage – however painful – are
social luxuries. X-rays of Egyptian mummies
indicate that circumcision was common
among the upper classes and uncommon
among the poor.
Obsidian was also made into decorative
objects. The poor don’t decorate. Obsidian
was polished into mirrors. The poor stared
into a puddle when – and if – they wanted to
know what they look like.
8
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Plus, obsidian is pretty. Flint is not.
Obsidian shows evidence of being a frivolous
luxury good.
Long distance trade was difficult, dangerous,
and shallow, superficial, and inane.
Another well-documented ancient trade
route, with beginnings in the 16th century
B.C., was devoted to traffic in amber.

“

Long distance trade
was difficult, dangerous,
and shallow, superficial,
and inane.

Precious fossilized tree sap was brought
from the Baltic region of Europe to second
millennium B.C. Mycenae and to Anatolia,
the Levant, the Near East, and beyond.
Examples of Baltic amber have been found in
Han Dynasty Chinese tombs.
Amber is useless. The only practical application
for amber is if you want to extract fossil DNA
from blood-sucking mosquitoes preserved in
the substance in order to clone dinosaurs and
get a plot for the movie Jurassic Park. (Spoiler
alert: This doesn’t turn out well.)
It’s the same with other ancient trade routes.
The export of silk to Western civilizations is
almost as old as the export of amber eastward.
Silk’s value was equal to its weight in gold. Silk
was fashion-forward in the Roman Empire
and has remained so ever since. You think
Hermes neckties are expensive now? They
cost $150 and weigh about 3 ounces. They’d
set you back $4,000 apiece in Imperial Rome.

The Silk Road wasn’t called the “Burlap Bag
Byway.”
And the spice trade wasn’t initiated because
the peasants of 3000 B.C. needed pepper in
their gruel...
When Columbus bumped into the New
World while trying to shortcut the spice
trade, the resulting commerce was in gold,
silver, and tobacco. None of which form
portions of a healthy diet.
The truly needed and necessary products of
the Americas – potatoes, corn, beans, and
squash – were, at best, ballast.
The origin of trade is silly.
Jonathan Swift pointed this out in 1726
in Gulliver’s Travels. Gulliver voyages
to a country where the horses – the
“Houyhnhnms” – are civilized, highly
intelligent, philosophical, and wise, while the
people – the “Yahoos” – are bestial, naked,
semi-tamed beasts of burden.

me, which I also observed myself, that in the
fields where these shining stones abound, the
fiercest and most frequent battles [among
Yahoos] are fought, occasioned by perpetual
inroads of the neighboring Yahoos.”
Trade war!
But we owe the entire modern world
full of all its connections, comforts, and
opportunities to “certain shining stones
[and fabrics, and ornaments, and gewgaws]
of several colors, whereof the Yahoos are
violently fond.”
Trade starts out silly, but then gets down to
serious business.
Or reasonably serious... I say as I stare into
the shining screen of several colors on my
Apple iPhone X, made in China.

(Off-topic aside: It is a sure sign of Silicon
Valley’s cultural illiteracy that a personal web
site provider would name itself “Yahoo!”)
The Yahoos behave like typical international
trade customers. Swift writes:
“... in some fields of [this] country there
are certain shining stones of several colors,
whereof the Yahoos are violently fond... they
will dig for whole days to get them out, then
carry them away, and hide them by heaps in
their kennels... [My Houyhnhnm host] said
he could never discover the reason for this
unnatural appetite, or see how these stones
could be of any use to a Yahoo... He assured

Hank Blaustein | © 2013 Grant’s Interest Rate Observer.
Used by permission. www.GrantsPub.com
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YEAR
OF THE DOG
Doing Business in Asia? Better Check Your Chinese Horoscope.
The Year of the Dog began on February 16...
The Lunar New Year – rather than the
Deceased-Dick-Clark New Year – is
celebrated across Asia.
The Chinese Zodiac and local variations
of it are used to designate the lunar year in
China, Japan, Korea, Mongolia, Vietnam,
Laos, Cambodia, Thailand, Burma, Sri Lanka,
Nepal, and elsewhere on the continent.
According to the Chinese Zodiac, there is a
12-year cycle in which each year takes the
name and the characteristics of an animal
– Rat, Ox, Tiger, Rabbit, Dragon, Snake,
Horse, Goat, Monkey, Rooster, Dog, and Pig.
(Except for the dragon, it sounds like a lowbudget municipal zoo.)
What can we expect from the Year of the Dog?
I consulted China Travel Guide, the largest
online China travel agency, which, besides
making bookings, gives pointers and
explanations about Chinese culture:

CLICK
HERE

TO READ
THE WEB
VERSION
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Dog is man’s good friend who can understand
the human’s spirit and obey its master,
whether he is wealthy or not. The Chinese
regard it as an auspicious animal. If a dog
happens to come to a house, it symbolizes the
coming of fortune [and a mess on the rug].
The invincible God Erlang in Chinese legend
used a loyal wolfhound to help him capture

February 2018

monsters. [I use a loyal Labrador retriever to
help me capture dead ducks.]
Then I randomly – fortune cookie style –
chose a website on the subject. It’s called
“Your Chinese Astrology.” It says:
People born in the Year of the Dog possess
the best traits of human nature. They are
honest, friendly, faithful, loyal, smart,
straightforward, venerable and have a strong
sense of responsibility. On the negative side,
they are likely to be self-righteous, cold,
terribly stubborn, slippery, critical of others,
and not good at social activities.
Donald Trump was born in the Year of
the Dog. You be the judge of the Chinese
Zodiac’s accuracy.
Of course, 2018 is also called “2018” by the
Chinese. The dog is an auspicious animal and
both 8 and 18 are auspicious numbers.
I’m too Irish to make fun of Chinese
superstitions. If you grew up with as many
Irish great-aunts as I did (six of them), you
know that a lone crow, shoes on the table, a
hat on a bed, a red-headed woman aboard a
ship, and a chair falling over when someone
stands up are all terrible omens.
At least the Chinese have good omens. The
only Irish good omen I can think of is that it’s
lucky to be pooped on by a bird.

This is the Story of
Your Enslavement…
According to a recent story in the Wall Street
Journal, some real estate brokers who serve
Chinese clients are expecting a banner year,
because...
The number eight when spoken in
Cantonese, sounds like the word for
“prosperity.”
And...
The number 18, when spoken out loud in
Cantonese, sounds like the phrase “I want to
be very wealthy.”

You have nothing
saved. You owe on
your house, car, and
credit card. But this
was no accident.
40,000 people
per day are now
learning about the biggest scam EVER
perpetrated against the American
people – and what you can do about it.
Click here for details.

One real estate broker interviewed by the
Journal said...
You will likely see buyers and agents
scheduling viewings and closings for the
eighth day of the eighth month of 2018.
So it’s going to be a good year... at least for
selling Apartment 18 at 888 Park Avenue or
for going out and buying 18 dogs in August.
One final thought on the Year of the Dog...
In the 1730s, poet Alexander Pope’s treasured
Great Dane, Bounce, had a litter of puppies.
Pope gave one to his patron Frederick, Prince
of Wales, who was living at Kew Palace. Pope
wrote a couplet engraved on the pup’s collar.
We might want to keep it in mind concerning
U.S./China trade relations.
I am his Highness’s dog at Kew;
Pray tell me, Sir, whose dog are you?

THE REAL> >
REASON WHY
THE DOW IS
HEADED TO
>> 50,000
Markets have gone mad
– hitting new highs every
month. How much longer could it last?
Steve Sjuggerud says, “Hold on to
your hat – a lot longer than you think.”
To watch his updated presentation on
the Melt Up, click here.
American Consequences
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WHAT MOVED THE MARKET
THE BIGGEST STORIES THAT
MATTERED FOR THE MARKET
LAST MONTH...
EDITORS

VOLATILITY HAS COME BACK WITH A
VENGEANCE.

Scott
Garliss

The Volatility Index (VIX) has rallied 97.13%
since the beginning of the year. Fears of rising
inflation reversed sentiment among overly
complacent investors.

John
Gillin
Greg
Diamond

For realtime
market
updates
from some
of Wall
Street’s
most
plugged-in
analysts,
CLICK
HERE
to get
instant
access to
NewsWire.
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Equity markets peaked in late January thanks
to strength in emerging markets and healthy
earnings from U.S. corporations. Bond prices
dropped as confidence grew among central
banks that the global recovery would bring
inflation back to the 2% target. The dollar also
declined as economies outside the U.S. grew and
recent federal tax cuts increased deficit projects.
The S&P 500 Index was up 5.56% for the
month, before sliding into correction territory
(a downward move of 10% or more) in early
February. The slide began with the February
2 labor report. The U.S. Department of Labor
reported job and wage growth was strong, but
productivity lagged. Concerns focused on the
possibility of higher prices without an uptick in
gross domestic product (GDP). Inflation scores
roiled the equity market as the VIX spiked
125% and the 10-year Treasury yield rose to
four-year highs.
From the intraday high on January 26 to
the intraday low of February 9, the S&P 500
dropped 11.84%. On a closing basis, from the
high on January 26 to the low of February 8,
the S&P 500 lost 10.16%.

Since the beginning of the year, strategists
and fund managers have said their largest
concern was inflation. The markets have
enjoyed this incredible 10-year run due to low
growth and low interest rates.
Today, central banks are feeling the need to
retool their armories ahead of the next crisis.
The Federal Reserve is raising interest rates
and letting debt mature without rolling the
money back into the market. In other words,
it’s pulling back on stimulus.
European Central Bank policymakers have
said they are open to adjusting guidance to
align more with a strengthening economy.
The People’s Bank of China has discussed
cooling domestic lending to control its debt.
Bank of Japan board members are questioning
continued stimulus in their country.
These moves are signals of the potential end
of easy-money policies.
Now enter the hedge-fund masters – Ken
Griffin of Citadel, Paul Tudor Jones of Tudor
Investments, and Ray Dalio of Bridgewater.
These Wall Street heavyweights are always
looking to craft a story around the path of least
resistance and then sell it to the public once
they’ve established a position. They found
exactly what they’re looking for in inflation.

In that same time frame, the Dow Jones
Industrial Average, Nasdaq, and Russell 2000
lost 10.35%, 9.71%, and 8.97%, respectively.

They realized the markets had become so
complacent that taking the opposite bet
was a quick way to profit. They saw the yearend euphoria and received confirmation
last month when equity investment inflows
jumped a record $25.7 billion in one week.

In summary...

Since that time, they’ve been outspoken on
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their inflation concerns. Considering they
have roughly $185 billion in assets under
management between them, it’s easy to
understand their market influence. When
taking leverage into consideration (many large
funds can carry 2x to 3x leverage), they could
be commanding nearly $600 billion... and the
case becomes more obvious.

First, worst-case expectations were priced
in – a classic example of “sell the rumor,
buy the news.” Second, investors realized
that economic growth is on the rise. Third,
earnings and outlooks continued to be
positive. Fourth, the Fed cares more about
Personal Consumption Expenditures (PCE)
than it does about CPI in terms of inflation.

That was until the release of Consumer Price
Index (CPI) data this week... key data the market
counts on to confirm the case for shorting.
CPI measures a basket of consumer goods
and services to gauge the cost of living for
individuals. Despite higher-than-expected
inflation numbers, markets rallied.

PCE data at the end of January stood at 1.5%,
well below the Fed’s 2% target. Meanwhile,
recent commentary from the Fed has
expressed its lack of concern regarding
inflation. Consequently, Dalio, Griffin, and Jones
are experiencing their own “pain trade” – as
their short positions need to be repurchased.

February 21

term barometer of economic activity.
The data is based on the responses
of 300 purchase and supply-chain
executives across the country.

Markit releases preliminary manufacturing,
services, and composite Purchasing
Managers Index (PMI) data in the U.S. and the
Eurozone. This is a key gauge for judging the
state of global growth.
The release of the Fed’s Federal Open
Market Committee meeting minutes.
Investors will sift through this data for clues
on domestic growth and policy outlook.

February 28 – March 3
Caixin releases preliminary manufacturing,
services, and composite Purchasing
Managers Index (PMI) data in China – another
key gauge of global growth.

WATCH
THESE
DATES

March 8
European Central Bank policy
announcement. The market will be paying
close attention to commentary on stimulus
withdraw and the path of rate hikes. Recent
speculation has centered on the central
bank changing to a tightening path (raising
rates) going forward.

March 9
U.S. releases payroll data. This is an
important gauge for growth and inflation.

March 1

TUNE IN

The Institute for Supply Management
releases its Manufacturing, New Orders,
Prices Paid, and Employment data. This data
is widely followed and an important near-

Stansberry NewsWire,
every morning at
8:30 a.m.
American Consequences
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WHAT COULD
POSSIBLY
GO WRONG?
Financial follies and disaster in the making
Investors downright love U.S. stocks
today...

Early this month, the Conference Board
business-research group released its latest
monthly survey. Most folks pay attention
to its “consumer confidence” index, on how
consumers feel... and what they might spend.
But the survey also asks participants if they
expect stock prices to increase, decrease, or
remain about the same over the next 12 months.
The latest results are incredible... And they’re
getting almost no attention in the mainstream
news. More Americans now expect stocks to
rise this year than any other time since the last
“Melt Up” in 1999...
And amid this newfound confidence, “mom
and pop” are rushing back into stocks for the
first time in years. Just in time for the biggest
correction in years to come a few days later.
A $1.5 trillion deficit becomes law...

On February 8, President Donald Trump
signed a massive spending bill into law,
14
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ending months-long negotiations and
increasing current spending caps by about
$300 billion... a number that Reuters reports,
“would not be offset by any spending cuts or
new tax revenue, meaning an increase in the
federal deficit.”
With a current federal deficit estimated at
around $700 billion, what could possibly go
wrong?
Well, after passing both an unfunded tax-cut
bill and last week’s spending bill, the expected
federal deficit has reached $1.5 trillion...
nearly as high as the deficit incurred under
President Barack Obama to fight the financial
crisis and recession.
And assuming these tax cuts and spending
increases are extended, we could see an annual
deficit of as much as $2.1 trillion by 2027.
A $94 billion boost to the military...

One of the biggest winners in the spending
bill? The Department of Defense. With a
2019 defense budget of around $716 billion,

the Pentagon is seeing its largest annual
budget increase since 2002.

If you lost sleep in the recent
correction...

And defense spending is essentially guaranteed
to continue to increase if the U.S. intends
to maintain its status as a world superpower.
Especially considering the very real (and
expensive) possibility of future conflict with
North Korea.

Your portfolio is likely NOT prepared to weather
a real correction.

We don’t advocate for war. But we do see one
coming...
Inflation is up... time to worry?

As we go to press the mainstream media is
mulling over recently released Consumer Price
Index (CPI) data... specifically the largest
month-over-month increase in the cost of
consumer goods since 2005.
Inflation can be a sign of a strengthening
economy... but this increase – combined with
a weak dollar, decreased retail spending, and
rising interest rates – could lead to continued
market volatility and corrections.
Less consumer spending on more expensive
goods means companies make less money.
(And a weak dollar means these goods
could potentially cost even more.) Combine
those decreased earnings with increased
borrowing costs (i.e. rising interest rates)
and it’s not long before investors start selling
“underperforming” companies.
We’re not calling for an end to the current
bull market... that’s a call no one can
accurately predict. And it seems clear that
we’re still in a bull-market Melt Up. But the
“Melt Down” will come eventually... and we
hope you’re ready for it.

You might be overcommitted to stocks in
general... You might have too much exposure
to certain sectors of the market... Or you
might have too much of your money in
several individual stocks. If you’re like many
investors, it’s probably all three.
If that’s the case, we urge you to take some
time tonight to re-evaluate your asset
allocation and position-sizing strategies.
And be sure to have a trailing-stop loss – or
another well-defined exit strategy – in place
for every position you own.

Something to read...
American Consequences
contributor Porter Stansberry
has been warning readers about
the exploding national debt for a
while now... and he’s just finished
what could become the most
important book in America over the
next few years.
The American Jubilee explains much
more about America’s biggest problem
today... and what you MUST do to
survive and prosper in the years to
come.
Read The American Jubilee. It will be
the best $19 you ever spent. You can
get your copy here.

American Consequences
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FROM OUR INBOX

YOU WRITE, WE RESPOND

Re: Our Newest Readers
Weigh In
I feel I’ve learned a lot from reading your
information. Pay no mind to the naysayers
– we’ve become a land of lotus-eaters,
who when distracted from our mindless
munching, turn against those urging us to
pick up the oars and return to the sea. –
Scott Corrales

Anchors aweigh,
Scott! And take a look at Tennyson’s poem
“Ulysses” where the Greek hero, now in old
age, urges his elderly mariners to go on one
last adventure:
We are not now that strength which in
old days
Moved earth and heaven, that which we
are, we are;
One equal temper of heroic hearts,
Made weak by time and fate, but strong in will
To strive, to seek, to find, and not to yield.
P.J. O’Rourke comment:

The first rules we learned in my class on
“How do we know what we know?” called
epistemology, were the fallacies of logic
and the rules of bias. The reason we listen
to people who disagree with us is that we
might be missing something critical in data
or perspective. It just astounds me that most
American media do not check their bias or
their information. Keep up the good work! –
Grant Peever

16
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And keep up the good
thinking, Grant. My favorite logical fallacy
that Big Media uses is the “question-begging
epithet.” This is where what is to be proved
by an argument is assumed in the statement
of the argument. For example, a headline
like “Unequal Tax Cuts Favor Rich.” We all
know that anything “unequal” is just awful,
don’t we?

P.J. O’Rourke comment:

Your choices of articles for the most part are
timely, on topic and interesting. On the rare
occasion I find you “getting too out there”
I just skip on to the next topic because I
understand you can’t please everyone all of
the time. – Sharon Mazurek

I sure can’t, Sharon!
I know this because I have three adolescent
children. Please tell them that, when Dad gets
on his rant about “What’s the Matter With
Kids These Days,” they should “just skip on
to the next topic.”
P.J. O’Rourke comment:

You know what they say, you can lead a
horse to water but you can’t make him drink!
That pretty much sums up what a lot of folks
are doing today, they do not want to hear/
know the truth because REALITY is simply
too scary. – Louise Long

Or too HARD, Louise.
I’m reminded of the Dorothy Parker quip
about horticulture, “You can lead a whore to
culture, but you can’t make her think.”
P.J. O’Rourke Comment:

Send us a message, question, or criticism at
feedback@americanconsequences.com

Re: Hawaii Missile Scare
One of the worst things that happened in
Hawaii was Target store [in Kahului, Maui]
making everyone leave the store when the
missile alert went out...
There are very few “safe” places in Hawaii.
People were shopping with their kids in a
place that was safer than homes and told to
get out causing pandemonium and fear as
to where people would go now with minutes
before a missile hit. – Rebecca G.

This is
shocking, Rebecca. Though we can’t solely
pick on Target here... Other major stores
evacuated customers, too, despite the “SEEK
IMMEDIATE SHELTER” directive in the
emergency message. We found reports that
Wal-Mart, U-Haul, and other stores used a
similar “evacuate and lock out” response.”
Steven Longenecker comment:

But we did want to get an answer for you.
So we reached out to Target. Here’s the
company’s statement...
At Target, we’re focused on creating a safe
and secure shopping environment for our
guests. When the false missile alert was issued
the other weekend, our store leaders worked
quickly to take care of our team members
and guests in the midst of an unprecedented
situation.

We apologize for any confusion that may
have been created. Like many retailers, we’re
evaluating our safety procedures and have
been in contact with emergency management
teams to understand what happened and
learn from the situation.
There’s no real satisfactory response here. But
it is fair that inbound missiles aren’t “business
as usual.” And while we hope that Target has
a more consistent plan the next time this
happens, we really hope that “next time”
doesn’t happen.

Re: Social Security as an
Entitlement
I’ve been paying in to SSI all my life it is
owed to me, and is in no way an entitlement.
Welfare is an entitlement. SSI is MY MONEY!
– “Iron Man”
You do a disservice to your readers
when you describe Social Security as
an entitlement. It is not. I paid into the
Social Security system for 44 years and
most of that time, our elected officials
were ‘borrowing’ from the trust to pay for
pet projects. I am sure you have noticed
that power corrupts, and absolute power
corrupts absolutely; there are no poor
dictators on earth today. But nothing tempts
a person like the ability to ‘legally’ spend
another person’s money. – Hugh Howard
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FROM OUR INBOX

You may want to rethink [using the word
“entitlement”], because it implies that it is
something that you haven’t earned. Maybe
some people haven’t, but I have paid into
Social Security and Medicare with every
single paycheck I have ever received...
I agree that there needs to be reform. A large
part of the problem was that there was a
surplus to start with and our fearless leaders
spent that money on all kinds of goodies.
They got used to it. Now, there isn’t a surplus
and they are hand wringing and yammering
about ‘entitlements’, trying to rebrand it as an
unearned luxury. – Pam Roberts
Anyone calling SS an entitlement isn’t a true
economist... I’ve been paying into SS since I
was 14. I expect a return on my investment.
Clearly you’re living in an imaginary world if
you label SS as an “entitlement”. – Thomas
Lynch

OK, OK, all of you are
right! The problem is that we’re right, too.
P.J. O’Rourke comment:

Social Security shouldn’t be considered an
“entitlement.” And it was deliberately set up
as an “insurance program” so that it wouldn’t
appear to be an entitlement. But that insurance
program was a Ponzi scheme, which left Social
Security, in fact, unfunded.
All that we Social Security recipients are
left with is a government promise that we’ll
get what we’re entitled to. Consult Native
Americans for a further discussion on
government promises.
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Re: One-Time ‘Cash Event’
American Daily Consequences has the
following quote from Doc Eifrig regarding
Trump’s tax plan and the repatriation of
funds held abroad by U.S. companies:
This happened before. In 2004, the U.S.
held a smaller repatriation holiday.
Studies of the results show that 90% of
the repatriated profits went to buybacks,
dividends, and executive compensation.
Clearly, none of you recognized the heavy
irony in that statement. Trump and the
Republicans have claimed a different intent
this time loudly and continually (well, in
public), as reported in the media: “President
Trump and congressional Republicans argue
that it’s important to get companies to bring
the money home because it would be used
to create jobs.” As usual, they’re lying. –
James Briggs
Steven Longenecker comment: We’re

focused on the facts, James, not claims of
good intentions. Do you usually expect the
government to tell you the full story? Why did
you expect this time to be different?
If you are an investor, the repatriation is likely
to benefit you. (And if you’d like to learn how
to gain instant access to Doc’s 10 favorite
repatriation opportunities, you can read more
here.)
But if you’re relying on the government to
“create” a job for you... Well, I have some bad
news. (Please read P.J.’s earlier comment again
about government promises.)

ADVERTORIAL

3x Better Than Bitcoin

Something strange is happening in the crypto-markets…
BY SHANNON MILLER, INVESTORPLACE

While Bitcoin has been grabbing
all the headlines, one little-known
crypto-investment – trading for
just a tiny fraction of the Bitcoin
price — has been quietly beating
the world’s most popular digital
currency.

AD

And it’s getting almost ZERO
attention.

While Bitcoin has been grabbing all the headlines, a secret crypto-investment has been
quietly beating it. And it’s getting almost zero
attention.

OPEN SPOT #

This secret investment, for example,
has trounced the returns of Bitcoin
by a factor of more than 3 to 1…
The discovery was made by multi-

among others.

Navellier says, “It’s a rare time in
history… and it may be decades
before we get another chance

While Bitcoin has been grabbing all the
headlines, a secret crypto-investment has
been quietly beating it. And it’s getting
almost zero attention.
millionaire math whiz and financial
analyst, Louis Navellier.
As a teen, Navellier gained
notoriety for writing complex
computer algorithms that clobbered
the financial markets by more than
300%. His story has been profiled
in The Wall Street Journal, Fortune,
Barron’s, and The New York Times

like this, to accumulate wealth so
quickly. And the good news is, you
don’t have to be anywhere near
computer or tech savvy to cash in.”
Mr. Navellier recently posted
an online video presentation for
anyone interested in learning more
about this unique opportunity.
Get the full story by clicking here…
American Consequences
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MOST
HEDGE
FUNDS
HAVE MISSED
THIS MOVE
‘A PIG ON LSD’ OR A
MAJOR OPPORTUNITY?
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CLICK HERE TO
READ THE WEB VERSION

The late ’90s and early 2000s were a golden age for Wall Street...
Almost anyone with a decent track record could slap a logo onto letterhead, raise
hundreds of millions of dollars, and charge a 2% fee for assets under management
while taking 20% of the profits.
Hedge funds started popping up faster than Starbucks locations in Manhattan.

The selling point was that hedge funds
provided more flexibility, had superior
information, could move in and out of trades
faster, and ultimately could manage risk
better. Investors threw money at young upand-coming money managers with the hopes
of high returns without any market correlation.
And it worked... Information flowed, markets
were friendly, the IPO calendar was blistering
hot, and performance was significantly higher
than parking your money in a mutual fund.
But as the success continued, more hedge
funds jumped into the game. And it became
increasingly difficult to make money. Traders
and portfolio managers were chasing the same
stocks and the same ideas. It got crowded...
“Crowded” is a term that means too many
investors are making the same play for the same
reason. The usual result is no one really profits.

By 2005, hedge funds looked beyond the
crowded American markets and into moneymaking opportunities outside of the U.S.
China fit the bill. There was tons of
potential... especially with the Hong Kong
Stock Exchange. It operated very similarly
to London or New York. Everything seemed
legit, transparent, and precise. It felt safe.
You could fairly evaluate a company and feel
comfortable with your investment. Of course,
there was currency risk, but nobody cared
about that – there was money to be made.

By Turney
Duff

By 2005, hedge funds
looked beyond the
crowded American
markets and into moneymaking opportunities
outside of the U.S.
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There were two other markets in mainland
China: the Shanghai and Shenzhen Stock
Exchanges.

government. It created cheap funding for
business...and local business was not on the
up-and-up.

Those exchanges were opened by the Chinese
government in the early ’90s as a way of
modernizing China’s economy. And they were
harder to get into than the most exclusive
nightclubs in Manhattan. It felt like you
needed to know someone and have a secret
password just to get past the bouncer. It
was nearly impossible for U.S. investors to
participate.

For many, it was an extremely difficult market
to analyze. Few were sure what to believe.
Some alleged that the Chinese government
was acting as a “man behind the curtain” of
the market.

But in November 2014, the government
created the Shanghai-Hong Kong Stock
Connect program which allowed foreign
investors to buy shares of Chinese companies.
A similar program connecting Shenzhen with
Hong Kong followed two years later.
Prior to these programs, only Chinese citizens
and a few foreign fund managers could trade
mainland China stocks. And with the new
opportunity came suspicion and skepticism.
Many investors avoided these markets
entirely. There was a mystery surrounding any
investments made into these markets.
Rumors started to swirl about fake and
manipulated economic numbers from the
Chinese government. There was also much
debate about the effect of China’s ghost cities
– vast planned urban real estate projects that
are built from nothing. They have everything
– everything except people. Skeptics pointed
at ghost cities as evidence of local officials
trying to make a quick buck because land
sales created a lot of revenue for China’s
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In 2015, Jim Chanos, founder of investment
management firm Kynikos (Greek for
“cynic”) said the Chinese markets were: “Like
a pig on LSD. You don’t know which way it’s
going to run.”
Chanos had earlier correctly predicted the
downfall of Enron, so he made waves with
this comment... He was talking about an
individual investor’s defenselessness to huge
intraday swings depending on the temper of
the People’s Bank of China so-called “plunge
protection team,” the theory that the Chinese
government would step in if the market was
down too much.
Some investors believe that Chinese
companies don’t properly measure risk... and
that private company winners and losers aren’t

The Chinese
markets were:

“LIKE A PIG ON LSD.
YOU DON’T KNOW
WHICH WAY IT’S
GOING TO RUN.”

always decided based on a “fair” playing field,
but instead based on decisions from China’s
ruling Communist Party.
Local debt markets are even more difficult to
unravel because the government controls the
interest rates.
Investing in China can mean extreme moves...
and it makes individual companies almost
impossible to analyze.
Most of the hedge fund guys and girls I spoke
with told me they haven’t been overly exposed
in the Chinese markets. And they’ve missed
the most recent run up.
They cited the possibility of a U.S.-China
trade war, slowing economy, and growing
debt. But many of them also mentioned not
being entirely comfortable investing in these
markets. Instead, U.S. hedge funds have been
allocating more money to Japan and India.
And yet, given that China’s stock market
is No. 2 in the world, with a market cap
of almost $10 trillion, this is a major thing
to “leave out” of a global strategy. So some
investors, when they do invest, choose to
play it safe and stick to the better-known
technology/Internet companies like Alibaba
(BABA), Tencent (TCEHY), Baidu (BIDU),
and NetEase (NTES).

So the debate of if, or how much, the Chinese
markets are rigged continues today with U.S.
investors...
The spectrum runs from money managers
who believe their fiduciary responsibility is
to totally avoid China due to being unable to
properly evaluate risk... and goes all the way
to money managers who are comfortable and
entirely focused on those markets because
they don’t want to miss an outperforming
market.

MISSED MOVES

If you think something is
rigged – rigged to not go
down – doesn’t that make it
an easier investment?

Of course, if you think something is rigged –
rigged to not go down – doesn’t that make it
an easier investment?
That is... until the gig is up. Then you’re
considered a fool for holding the bag.

Turney Duff is a former trader at one of
the biggest hedge funds in the world,
the Galleon Group, where its founder
and several Galleon employees were
found guilty of insider trading. Turney rose
through the ranks and then fell prey to
the trappings of Wall Street:
money, sex, drugs, alcohol, and
power. Turney chronicles his
spectacular rise and fall in his
bestselling book, The Buy Side:
A Wall Street Trader’s Tale of
Spectacular Excess.
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The Biggest
Mistake of
My Career
COULD LEAD TO THE BIGGEST GAINS OF YOUR LIFE

THEN
24
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NOW

Honestly, I was nervous...
I was asked to speak at the New York Stock Exchange last month... on a
panel discussion full of PhD experts... about China’s new multitrillion-dollar
infrastructure plan.
The PhDs had flown in from Beijing and London, among other places. Hundreds of
Wall Street bigwigs were in attendance – all waiting to hear what we had to say.
But what was I going to say?
“What do you want me to talk about?” I asked Brendan Ahern, the Chief
Investment Officer of KraneShares. It was his show – the China “One Belt One
Road” Summit – held to commemorate KraneShares’ newest China fund.

By Dr. Steve
Sjuggerud

“Will you tell that story about the biggest mistake of your investing career?” he
asked.
“Really? You want me to tell the story of my biggest investing failure... to a room
full of investors in a private meeting at the New York Stock Exchange?”
“If you don’t mind,” Brendan said.
So I did.
Here’s the story I told them: The worst mistake of my investing career...

CLICK
HERE

TO READ
THE WEB
VERSION
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n 1996, I visited China to check
out the investment prospects.
During my most important
meeting, I couldn’t help but snicker
to myself. “There is no way any of
this will ever be accomplished,” I
thought.

I was standing on “The Bund” in Shanghai –
looking across the Huangpu River at mostly
undeveloped land.
“What you see across the river,” the executive
said as he beamed with pride, “will be greater
in all ways than Manhattan.”
I squinted my eyes and peered into the
distance... looking for signs of, well, anything.
But I couldn’t picture it. And I’ve spent a
quarter-century spotting investment ideas
before anyone else could see them.
There was a start... a big building or two,
most notably the Pearl Tower. But you needed
an unreasonable amount of hope to see a
futuristic Manhattan across the way.
The “THEN” photo on the previous page was
essentially the view back then...

I was certain there
was no way China
could come close
to completing
such a massive
buildout. NO WAY!
And then, it did...
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We walked the few steps back on The Bund to
his office, which was essentially a double-wide
trailer. There were more executives inside, all
wearing semi-white short-sleeve dress shirts
and smoking cigarettes. It wasn’t a high-end
look.
This office was the home of Shanghai Lujiazui
Finance and Trade Zone Development
Company. That probably means nothing to
you now... But back then, Lujiazui (as it was
known) was the biggest stock on the Shanghai
“B-share” market. It was the biggest blue-chip
stock that foreigners were allowed to buy.
I was really hoping to be impressed. But I
wasn’t.
The executives took me over to a massive
boardroom table. They had put hundreds –
possibly thousands – of skyscraper models on
it. It looked something like this...

In 1996, when you looked across the river
from The Bund, all you saw was the Pearl
Tower (the “Space Needle”-type building
circled on the left) and a couple others, as I
showed you in the first picture.
Looking at that scale model, I was certain
there was no way China could come close
to completing such a massive buildout. NO
WAY!
And then, it did...
Today, this area is a glitzy financial district
with futuristic-looking skyscrapers, luxury
dining and nightlife options, and panoramic
views. (You can watch a brief YouTube video
about the area here.)
If I was a Hollywood producer and wanted to
set a movie 20 years in the future, I would go
here. I’m not kidding. Yes, it’s the future. And
yes, it’s China.

You get my point...
In less than two decades, China turned acres
of dirt into a city that is more futuristic
than Manhattan. It is the single greatest
infrastructure achievement I have seen
in my lifetime. It is one of the greatest
transformations in the history of man.
I didn’t believe for a second that it could be
done. And I have never been more wrong in
my investing career.
Fast forward to last summer. I was in Beijing,
eating dinner with a friend who has lived in
China for decades.
“You don’t understand, Steve...” he said.
“Every major city in China looks like this.”
All the Americans at the table went quiet.

The
Biggest
Mistake
of My
Career
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We were sitting at Din Tai Fung restaurant.
According to the New York Times, it’s one of
the top 10 gourmet restaurants in the world
(not just Beijing). Anthony Bourdain said
he’d “travel half way ‘round the world to eat
dumplings at Din Tai Fung.”
We’d walked 200 yards from our hotel to the
restaurant – past Tesla car-charging stations,
ultra-modern high-rises, and perfectly manicured
streets. Honestly, it felt like we’d stepped into
the future. This is Communist China?
We had already decided that Beijing today
is the most modern city any of us had
experienced...
Where else other than Beijing can you buy a
bottle of wine out of a vending machine... with
just your mobile phone? (Pictured below.)

This massive
difference between
reality and perception
creates a massive
investing opportunity
for us in China today.
Payment via your phone’s WeChat app is
all this vending machine accepts. Cash and
credit cards are no good. We talked about
WeChat in last month’s issue of American
Consequences. It’s owned by Tencent (OTC:
TCEHY), which I predict will become the
world’s largest company someday.
Again, we had just spent a couple of days
in and around Beijing. This is the reality in
Beijing. Life here is as futuristic as it gets. Can
all the major cities in China be even close to
this?
Our dinner host – an American-born Chinese
executive who has lived in China for decades
– said yes. And I can personally confirm it
based on the Chinese cities I’ve visited.
The thing is, the American perception about
China is different from this reality...
This massive difference between reality
and perception creates a massive investing
opportunity for us in China today. Once-ina-lifetime profits are possible.
When the massive difference between reality
and perception goes away, the potential for
these gains will disappear too. Let’s take a
quick look at some current misperceptions.
And then we’ll move to the reality... and the
incredible opportunity...
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THE AMERICAN
PERCEPTION OF
CHINA TODAY
I’m fully aware of the criticisms of China...
I get them in my inbox from my customers
every day.
China’s factories have “deplorable working
conditions,” a customer wrote to tell us last
week. And he said that we were only taken to
“places that we’re allowed to see.”
His views might represent the average
American’s views on China... But what is this,
1990?
I’m certain this subscriber has never been to
China.
Saying that we were “only taken to places that
we’re allowed to see” is laughable. Nobody
stopped me from going anywhere in Beijing...
It’s like being in a big city anywhere, but more
modern. Being in Beijing feels like being in
New York City. But cleaner. And safer. And
more futuristic.
(When I say stuff like this, my wife tells me
to be careful or I’ll sound anti-American. I’m
not trying to sound anti-American at all... I’m
just reporting the reality.)
And the factories? Again, what is this, 1990?
Buying an apartment in Beijing will cost
you over a million dollars today. It will cost
you even more in Shanghai... and even more
than that in Hong Kong. (These aren’t fancy
apartments with great views, either – the real
estate is just that expensive.)

Think about it... With a cost of living like
that, China can no longer possibly be the
low-cost manufacturing hub of the world.
China’s days of being the “sweatshop to the
world” are over...
China can’t compete at all on price with
Vietnam and Bangladesh, for example. When
I visited a dress-shirt factory in Shenzhen,
China, they told me it’s 90% cheaper to make
shirts in Bangladesh. That was three years ago.
China can’t compete in manufacturing. It has
to find something else to do. And it has.
China’s service sector now makes up a
higher percentage of the economy than
manufacturing, much like in America.
Meanwhile, I’ve visited factories in China
many times since my first visit in 1996... Even
back then, the difference between reality and
perception was shocking.

The
Biggest
Mistake
of My
Career

I visited the Konka Electronics factory in
1996. If I recall correctly, Konka’s assembly
line for TVs was German-designed. The
workers wore lab coats and uniforms, and
it was so clean you could have eaten off the
floors.
As for the living conditions... Yes, the factory
workers lived in dorms at Konka... worked
at least six days a week... ate in a cafeteria...
and shared bathrooms. The thing is, they
were happy to earn dramatically more money
in the city than out in the countryside. And,
again, that was the reality for many Chinese
people 20 years ago.
Today’s China is quite different... China has
moved beyond most Americans’ perceptions.
American Consequences
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It’s the nation’s grand experiment... to move
hundreds of millions of people out of rural
areas and into higher-value jobs in new cities,
built from nothing.
The U.S. has 10 cities with populations of
more than a million... China now has over
100 cities with more than a million residents.
Where does a new city of millions of people
come from? On this trip to China, my friend
Brendan Ahern of asset-management firm
KraneShares went to find out...

XIONGAN: THE
NEXT PUDONG
Turning a Wheat Field Into a
World-Class City
Ahern left me in Beijing and drove 160
kilometers – just to get a picture in an empty
wheat field. (Pictured right.)
So... what’s so important about that wheat
field?
“I’m standing exactly where China’s President
Xi Jinping stood a couple months ago,” he
explained. “This very spot will be the center
of town of the Xiongan New Area. Five
million people will live here – very soon.”
“Xiongan New Area” will be a special
economic zone – like Shenzhen and Pudong
before it.
These “New Area” zones are unique areas
where foreigners don’t need permission to
do business or invest. China creates them to
encourage economic development. It works...
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The U.S. has 10 cities
with populations of
more than a million...
China now
has over 100 cities
with more than a
million residents.
Shenzhen had 30,000 people in 1979. Then
it became China’s first New Area. Today,
more than 20 million people live in or near
Shenzhen.
Pudong New Area was China’s second such
zone. As I described at the beginning, I can

personally confirm it went from nothing to
having possibly the most futuristic skyline of
anywhere on the planet.
“Steve, I remember your stories about visiting
Pudong over 20 years ago. I remember your
stories of your biggest investing mistake,”
Brendan told me before he went to Xiongan.
“I wanted to have a before-and-after photo
standing in the same spot.”
Xiongan will be China’s third New Area.
President Xi has big dreams for Xiongan. He
said Xiongan should be an “internationally
first-class, green, modern, and smart city,”
and it should set an example of good public
services and economic openness.

For more than 20 years, the “experts” have
said it’s crazy that China builds cities without
people in them, just expecting residents to
move there. At first, I listened to them. Now
I don’t. I just want to be on board – invested
in China. And there’s a great reason to be on
board over the next five years...

THE DAY WE’VE
BEEN WAITING FOR IS
ARRIVING IN JUNE 2018
Hundreds of billions of dollars will ultimately
flow into Chinese stocks... and the money
will start to flow in mid-June 2018.
This may be the biggest story of my quartercentury career in the markets.
In short, in June 2018, the world’s
largest stock index provider (MSCI)
will start including local Chinese
stocks in its global stock indexes.
When that happens, investment
funds that track those indexes will
have to start including Chinese
stocks in their holdings. Here’s why
it’s a big deal...
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Around $2 trillion in investment
funds track the MSCI Emerging
Markets Index. And that’s just one
index. Over time, hundreds of billions
of dollars will be forced into Chinese
stocks once the country is included in
international stock indexes.
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The simple reason why so much money will
flow in is: China is the world’s second-largest
economy and it’s the world’s second-largest
stock market (behind only the U.S).
Leaving China out of a global index of
stocks is like leaving Apple out of an index
of mobile-phone software... It doesn’t make
sense. Apple’s iOS is second behind Google’s
Android software.

Nobody is paying
attention to local
Chinese A-shares – yet.
Hundreds of percent
gains are truly possible
– in a relatively short
period of time. I’m not
kidding...
This is clearly a wrong that needed to be
righted.

Throughout his career, Dr. Steve
Sjuggerud has addressed hundreds
of financial conferences in the U.S.
and around the world, including at
the New York Stock Exchange. He has
also appeared in the media, including
Bloomberg, Fox Business News, the
Wall Street Journal, and Forbes. Steve
holds a doctorate in finance and has
worked as a stockbroker, vice president
of a $50 million global mutual fund, and
a hedge-fund manager.
Steve is editor of True Wealth, an
investment advisory that specializes
in safe, unique alternative investments
overlooked by Wall Street. He
recommends opportunities based on
the simple idea that you don’t have to
take big risks to make big returns.
His subscribers have made significant
gains following his advice on China
and Chinese stocks. If you’d like to
take control of your investing and get
recommendations each month about
the best stocks to buy, learn more about
joining True Wealth by clicking here.

32

February 2018

One trillion dollars – or more – should flow
into Chinese stocks and bonds in the next
five to seven years. This will happen whether
it’s a good idea or not to invest in China – as
global fund managers are forced to mimic
their benchmark indexes. These benchmark
global indexes will include China A-shares for
the first time starting in June of 2018.
Global fund managers are ramping up their
presence in China, aiming to be well ahead of
June 2018.
Private investment-management firm
Neuberger Berman plans to relocate its
Chinese equity research shop from Hong
Kong to mainland China, according to
Reuters. And 20-plus global managers have
set up investment subsidiaries in China –
including Fidelity, Vanguard, and Allianz.
These folks are behind the curve. They haven’t
focused on China. At least not well enough.
But they must now...

NOW IS YOUR BEST
MOMENT TO PROFIT

So how do we best take advantage of the big
opportunity in China?

Hundreds of billions of dollars will flow into
local China “A” shares – as opposed to the
shares that trade in Hong Kong – over the
next five to seven years.

It’s difficult for Americans to buy China
A-shares directly. The simplest way for us to
invest is through an exchange-traded fund
that tracks China’s A-shares.

My recommendation is, get your money there first.

Your best option, in my opinion, is the
KraneShares Bosera MSCI China A Share
Fund (NYSE: KBA). KraneShares is a rare
U.S. firm that actually focuses on Chinabased investments.

Nobody is paying attention to local Chinese
A-shares – yet. Hundreds of percent gains are
truly possible – in a relatively short period of
time. I’m not kidding...
Here’s how... Chinese stocks have soared by
more than 100% three separate times in the
last 12 years. (Chart below.)
The local Chinese investors can get euphoric
very quickly. When the gains happen, they
typically happen fast. Based on history, once
the markets get moving, the bulk of the gains
happens within 12 months. You want to be
there early – like now!

This is the optimal moment to buy into
Chinese A-shares...
Hundreds of percent gains are possible.
Hundreds of billions of dollars are about to
flow in.
My advice? Get your money there first.
This trade could lead to – in all seriousness –
some of the biggest gains of your life.

The
Biggest
Mistake
of My
Career

SHANGHAI COMPOSITE INDEX
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VIDEO FEATURE

Two Ways to
Buy Into China
Described as “TED Talks for Finance” and “Netflix
for Investors,” Real Vision invites the world’s most
successful investors, independent analysts, fund
managers, geopolitical strategists, and economists
to share their thoughts on what’s happening in the
markets.
The result is financial television for real investors, with
exclusive access to conversations between some of
the best thinkers on the planet.
Last month, Real Vision invited Dr. Steve Sjuggerud
– an American Consequences feature contributor and
longtime financial analyst – for a two-part video series
to get his latest thoughts on China... along with two
ways to play the incredible opportunity there.
Real Vision has graciously allowed us to give
American Consequences readers a free insider view
of these videos, which are usually locked up “behind
the paywall.” Click the images to the right for your
exclusive access.
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By P.J.
O’Rourke

ASIA

ON THE GROUND
WHEN YOU DO BUSINESS IN CHINA EVERYTHING
GETS THROWN AT YOU – INCLUDING A WRENCH
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When the talk turns to Asia, I (P.J.) turn to “Tom” and “Mai” in Hong
Kong. We’ve been close friends for 30 years. I prize their view
because they refuse to view Asia from “on high.”
They don’t give a damn about the analytical smoke spewing out
of the International Monetary Fund, the World Bank, or the Group
of Seven blowholes. They could care less about the ego avalanches
tumbling from the huge snow jobs in Davos or the tsunami of foreigntrade ignorance rising from Trump tweets measuring 10 on the Richter
“earthflake” scale.
They’re successful businesspeople who care
about the ground floor of doing business in
Asia. And they got in on the ground floor at
the very beginning of China’s “Open Door”
policy.
Tom has spent the best part of 50 years in Asia,
not always of his own free will. During the
Vietnam War, he was a surfer dude studying
engineering in Southern California. He had
a student deferment, but his hippie girlfriend
tore up the letters from his draft board.
One day, he came home from surfing and
a couple of FBI agents escorted him to the
nearest induction center, still wearing his
bathing suit. He became an Army Ranger and
spent two years as a prisoner of war. He’s the
toughest guy I know. He’s made a fortune in
mining, metals trading, and steel production.
And Tom tells the truth. Except, maybe,
when he’s got a gun to his head. Which has
happened in his various business adventures
in Africa, Russia, China, and elsewhere.
I accompanied Tom on a business trip to
Egypt right after 9/11. (We were the only
guests in the Mena House Hotel overlooking
38
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the pyramids.) He and I traveled to the
Palestinian areas of the West Bank during
the Second Intifada. One night, a couple of
Palestinian kids attacked us with a Molotov
cocktail. They underestimated the range and
the bottle full of gasoline clanked down an
alley and sputtered out. Tom looked at the
kids and yelled, “If you’d learn to play baseball
and didn’t throw like a girl, you could have
killed us!”
Tom’s wife Mai is a Hong Kong native
fluent in English, Cantonese, and Mandarin.
She understands the fabric of the Chinese
economy. Literally.
In 1980, when China was beginning to
emerge from its Marxist dark age, Mai
and her bothers started a textile machinery
brokerage firm.
Mai’s job was to take Mainland startup
entrepreneurs to Europe (where they
encountered their first fork, first escalator,
etc.) and arrange for them to purchase used
spinning, weaving, and dyeing equipment
from the faltering textile companies of
Belgium and France.

Tom and I had a long phone conversation the
other night. His answers probably make more
sense than my questions, since it was breakfast
time for him on Victoria Peak and cocktail
hour for me in New England...

P.J.: Xi Jinping, general secretary of the
Communist Party of China – threat or
menace?
Tom: Frankly, I like the guy. He’s getting

things done. He’s thinking things through.
Nothing but electric cars in China by 2040?
Gonna happen. It’s not pillow talk. And he’s
getting rid of a lot of corruption. Kicking ass.
Or kicking as much ass as he can without
getting his own ass kicked out.
P.J.: Doesn’t Chinese military expansionism
worry you?
Tom: War? It’s a misplaced worry. The

Chinese have their own way of doing things
without war. Have you heard the latest news
about the disputed Spratly Islands in the
South China Sea?
P.J.: No.
Tom: That’s because there isn’t any latest news.

The issue has gone quiet. Even though China
is practically building a new continent with
landfill in the Spratlys. Why has the issue
gone quiet? Let me guess... China went to the
Philippines with one big bag of money for
the country and one big bag of money for the
country’s president Rodrigo Duterte.
P.J.: But what about Vietnam? The
Vietnamese are involved in the dispute too,
and they’re no pushovers.

Tom: The Chinese will figure something

out. Anyway, when it comes to war, China
is much more worried about Russia than
the U.S. and our so-called friends and allies.
The Chinese think the Russians are nuts.
They don’t think we are, even with Trump in
charge. It’s Russian ships that China wants to
keep out of the South China Sea.

Tom has
spent the
best part
of 50 years
in Asia, not
always of
his own free
will.

P.J.: What about Xi’s crackdown on dissent?
That gets a lot of bad press over here.
Tom: Most of the businesspeople on the

Mainland don’t care about dissenting against
the central government – as long as they can
sneak some of their money out to Hong Kong
or Singapore or wherever. Most other people
don’t care either.
It’s a different country than it was when
Tiananmen Square happened. People aren’t
working “Mainland Hours” anymore. They
say, “No time for dissent.” They’re trying
too hard to get a better life. And they’re
succeeding. Xi Jinping is seen primarily as
promoting business and the economy.
Middle class and what I guess you’d call
“upper lower class” Chinese are all about
prosperity. If they want anything political,
it’s a separation of politics from business and
the economy. Again, Xi Jinping is perceived
as promoting the separation of politics
from business and the economy – although,
obviously, they are still connected at the top.
P.J.: Speaking of business and the economy,
can you give me your quick-take comparison
of the Hong Kong stock market and the
Shanghai stock market?
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Tom: The Stock Exchange of Hong Kong is

tightly linked to U.S. markets. The Shanghai
Stock Exchange is not under control. That is
to say, it is under control – by certain major
“players.”
P.J.: Another problem I can see with China’s
economy is rural poverty. You and I have
been out in the country. Just a few miles
from the big cities, it’s like stepping back
into another millennium. And China is
still a very rural country, with controls on
permission to move to find opportunity.
Tom: Yep. The Chinese government is smart,

but not so smart that they’ve been able to
figure out what to do about this. Keeping
people down on the farm is tough for them.
Everybody says, “Maybe if I go to Shanghai,
I’ll have a Lexus.”
P.J.: Then there’s the matter of restive ethnic
groups, such as the Uyghurs and Tibetans.
[There are 55 officially recognized ethnic
minorities in China, totaling approximately
117 million people.]

Korea question. The question being, “WTF?”
But in your case, you’ve spent time and
done business in China’s Jilin and Liaoning
provinces up along the border between
China and North Korea. So...
Tom: I have no idea what China’s going to

do about North Korea. But I do know that
China doesn’t get enough sympathy for what
it’s dealing with.
In China, the Northeast is the “Wild West,”
a poor and comparatively lawless area with a
lot of ethnic Koreans and Mongolians. The
place would be a headache even if North
Korea never existed. The border is almost
900 miles long, some of it though extremely
mountainous terrain, the rest through swamps
and along meandering rivers, and all of it
highly permeable. Patrolling it is like building
Trump’s wall. The North Korean soldiers
paddle across at night and steal everything
from the Chinese. If Pyongyang ever gets a
stock market, go long on the North Korean
inner tube industry.

Tom: Also a problem. China wants everybody

to be the same. Some say the guiding principle
of China is “Confucian.” That’s wrong.
“Confusion” would be closer to the mark.
Or, rather, the guiding principle is “Lack of
Confusion.” The Chinese government’s motto
could be, “Nobody Wants Confusion.” Ethnic
minorities confuse things. The government
is willing to tolerate them. But only in a way
that’s... “Stay on top of your mountain and
dance around and do your thing. But don’t
ask for any special benefits.”
P.J.: I’ve been pestering everybody who
knows anything about Asia with the North
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Then Tom and I talked for a while about
getting things done in China. It’s not always
an easy matter...
In 2006, Tom took me to a Mao-era steel mill
in the Guangxi province that his company
had bought from the Chinese government
for $1, on the condition that Tom keep it
operating.
Tom had turned over the steel mill’s operation
to his Chinese management team a few years
before, but often visited. He loved the place.
The machinery was old-fashioned. Sir Henry

Bessemer, who invented the Bessemer
converter to mass-produce steel in 1856,
would recognize every part of the mill.
What would have baffled Sir Henry was the
2,000 workers that Tom had to fire because
they weren’t doing any work. Not to mention
the 300 “ghost workers” who were on the
mill’s payroll and who didn’t exist at all.
The mill’s workforce was now smaller than the
number of ghosts it used to employ.
Tom had to cope with labor unrest. As we
were climbing the tower to the blast furnace
Tom said, “Here’s where a guy threw a wrench
at me.”
“What did you do?” I said.
“I knocked him down the stairs,” Tom said.
“After that I got along fine with the workers.”
I said, “When you knocked him down the
stairs were you wearing an Armani suit like
you are now?” Tom said, “Yep.”

millhand backed into high-voltage circuitry
and was electrocuted. (His girlfriend survived
– with her hair a bit frizzier than is usual in
China.)
The millhand’s widow brought her entire
ancestral village (a different village from the
“Theft Rights” one) to block the steel mill’s
gates. As compensation for her husband’s
death, the widow demanded his salary in
perpetuity, a job for their mentally disabled
daughter, a new house, and payment of her
husband’s gambling debts.
“I had to call in the Communist Party
officials,” Tom said.
“Did they ship her and her village to a prison
camp?” I asked.
“They didn’t do anything. They said it was my
problem. I finally settled with the widow for a
couple hundred bucks.”

Tom, on the phone to me: But it’s a different

There was also a family in the nearby village
that, by tradition, had “Theft Rights” at
the mill. They stole a railroad train full of
iron ore. Tom caught them by the simple
expedient of following the train tracks.

country now.

Tom bought a 150-pound guard dog from the
People’s Liberation Army. Shasha (“Killer”)
was still there, delighted to see Tom and
wagging a tail that could drive railroad spikes.

Tom: It’s still pretty much the same in terms

Tom’s longest-running difficulty came from
a millhand having an affair with a woman
working at the chemical factory next door.
They “hooked up” in an electrical equipment
closet. Midst the throes of passion, the

When it
comes to
war, China is
much more
worried
about Russia
than the
U.S. and our
so-called
friends and
allies.

P.J.: Is it really?
Tom: No.
P.J.: I wondered.

of getting things done.
P.J.: But you haven’t had a wrench thrown at
you in a long time.
Tom: Nope. It is a different country – the

problems come from much better educated
people at a much higher level. It’s a lot easier
on the Armani suits.
American Consequences
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HOW TO
SURVIVE
BEING
FEASTED
TO DEATH
IN ASIA
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An American executive who traveled regularly to China said it was the
dinners he dreaded the most. “I literally used to count down the remainder
of the trip by the number of meals remaining,” he confided. “That’s two
meals down, only three meals to go before we can leave.” Hard to imagine
if you love Chinese food.

Then he elaborated. While the crispy duck
was easily identifiable and “fantastic,” there
were other dishes, including a kind of fish
that he said resembled a “monster frozen in
mid-attack.” Nothing was labeled and, he
noted, it was generally frowned upon to ask.
(The possibilities here are endless. In an episode
of Bizarre Foods filmed in China, host Andrew
Zimmern sampled grilled cicadas, seahorse,
grasshoppers, donkey, and donkey skin.)
But according to the executive, who served as
general counsel for a U.S.-China joint venture
and asked to remain nameless, the real issue
was alcohol:

“The first course
was sheep’s
brain wrapped in
cucumber and
‘soup of five internal
organs.’” Then came
the marmot.

“We were each given a hand-painted,
thimble-sized china cup holding maotai [a
clear liquor distilled from sorghum]. One of
our Chinese counterparts would walk up to
my seat with a translator. I would stand up
and listen to a speech about what a great guy
I was and how our joint venture was going to
kick the asses of our competitors. Then we’d
throw back the maotai in one gulp. Part of the
ritual was that after you drank your shot, you’d
tip the empty glass toward your counterpart
to show that you’d emptied the glass. This
was going on simultaneously in several spots
around the room. Drunken chaos.”

By Victorino
Matus

At some point, the businessman recalled, one
of the Chinese hosts “reached over with his
sweaty hands, broke open my friend’s crab,
pulled it apart, and started sticking pieces
in my friend’s mouth.” There were also lazy
susans filled with cigarettes. And a karaoke
competition.
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HOW TO
SURVIVE
BEING
FEASTED
TO DEATH
IN ASIA
Sure, the body can handle one night of
debauchery. But three or four nights in a row?
What’s a traveling executive to do?
Jeff Gedmin, the former president and CEO
of Radio Free Europe/Radio Liberty, is very
familiar with these perils. Traveling through
Asia, he’s not only been a guest at such feasts,
but also a guest of honor. In Central Asia, this
meant being treated to a horse’s head served
on a platter. “You are invited to partake in the
best, which is taking your hand and peeling
the roasted flesh off the head, especially
around the eye, which is particularly tender,”
Gedmin said. “Visually it is really quite
compelling.”
And yet Gedmin, who is currently a senior
fellow at the Atlantic Council and senior
adviser to Blue Star Strategies, managed to
actually avoid eating the equine. “I would
make sure that I have a glass all the time in
my left hand, and with my right hand, my
technique was to keep moving and keep
shaking hands, like continuously. So never say
no, always say yes, keep moving, one hand
with a glass, and one hand shaking. And no
matter what happens, you see someone else
in the room you have to greet. ‘Oh, hi! You’re
here!’ It’s like a dance.”
44
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“I became Italian,” joked Gedmin. “I was
gesturing with my other hand, slapping
people on the back, shaking hands, putting
my arm around people. But I never said no. I
just thought, keep moving, be warm, practice
open body language.”
As for that drink in his hand, Gedmin advises
consuming a ratio of six glasses of water for
every shot. But, he warned, “Make sure you
get the bubbly water and when you turn the
cap you hear it kind of release. Then you’re
not getting some sort of counterfeit water.”
It’s a timeless dilemma. General Vernon
Walters, who served as U.S. military attaché
in Paris in the early 1970s, related to Henry
Kissinger a dinner he had at the Chinese
ambassador’s residence:
“Large quantities of [food] were heaped on
my plate at regular intervals. All of this was
washed down with a perfumed red wine and
a colorless liquid [maotai] that must have
been related to octane gas... Each sip of the
colorless liquid gave me the impression that
the lining of my throat had been removed
but then, unfortunately, the fishiness of the
shrimp proved that this was not the case. I
was very cautious with the strong beverage,
raising it many times to my lips but drinking
very little, both to avoid getting drunk and to
save my alimentary tract.”
A Taiwanese friend who has much experience
in hosting Westerners (and also asked to
remain nameless) conceded, “We encourage
you to drink as much alcohol as possible.”
But even he said there are businessmen who
go too far. Their reasoning, he explained,
was that extreme inebriation can serve as a

bond for the two sides. “Hey, I’ve seen you so
drunk!”
As for the food, “We definitely will host an
enormous feast for our friends and guests. It’s
very important for us to show our hospitality
by a great meal.” But nothing too exotic is
served, my friend insisted. “Some of our
[American] friends will find hilarious the
black bone chicken soup, which is a very
normal and nutritious typical cuisine in
Taiwan. Some will try to taste the stinky tofu
or pig-blood cake at the night markets.”

Traveling through
Asia, he’s not only
been a guest at such
feasts, but also a
guest of honor. In
Central Asia, this
meant being treated
to a horse’s head
served on a platter.
At least it’s not marmot. Accompanying
Arizona Senator John McCain on a trip to
Mongolia, Randy Scheunemann was served
this furry-tailed rodent along with organ
meat appetizers. “I don’t eat organ meats,”
said Scheunemann, a foreign policy expert
and currently president of Orion Strategies.
“The first course was sheep’s brain wrapped in
cucumber and ‘soup of five internal organs.’”
Then came the marmot. But Scheunemann
did not want to offend their host, the
president of Mongolia. His strategy: “I just
drank vodka, focused on toasting, and moved
the food around a lot on my plate.”

In The Apprentice: My Life in the Kitchen,
legendary chef Jacques Pépin recalls a trip to
China, in which he and a few others stopped
in a restaurant at the base of a mountain.
The main dish was bass. The chef “grabbed
a four-pounder from the tank and within
seconds had scaled it alive, gutted it, cut slits
into the skin, rolled the fish in egg white and
cornstarch, and wrapped the head in a watersoaked cold towel.” The bass was deep-fried
except for the head. When it was brought
to Pépin and his friends, the Chinese chef
removed the towel. “Uncooked and cold, [the
head] was still moving, the mouth opening
and closing gruesomely. The presentation
was not received in the spirit in which it was
presented. Members of our group started
screaming.”
Pépin’s solution: “I cut off the head of the fish
and placed it on the side, so that people could
enjoy the fish, which was quite good,” he
writes. “Most of my fellow travelers, however,
had lost their appetites.”
I asked Pépin if there was a delicate way to
turn down such offerings without offending
one’s hosts or causing a diplomatic incident.
His advice: “Compliment the food taste and
presentation profusely, while at the same time
apologizing for your small appetite.”

Victorino Matus is deputy editor of
the Washington Free Beacon.
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HOW TO FOLLOW THE ‘AMERICAN ROADMAP’
WITH EMERGING MARKET INVESTING...
Not long from now, the entire notion of “emerging markets” will go the
way of telephone landlines and gasoline-powered cars. Soon, so-called
“emerging” markets will be bigger than those that have (supposedly) been
granted “developed” status.
By Kim
Iskyan

Already, China’s stock markets are worth more than those of France,
Germany, and Switzerland – combined.
As the Mexicos, Indias, and Bangladeshes of
the world (to say nothing of China) steadily
close the gap with the U.S., Japan, and EU –
the shift will redefine the global economy.
And if you want to make big gains in the
market, you need to invest in growth.
Just consider the gains you could have made
during the U.S. consumer boom in the
1950s. From 1950 to 2015, U.S. GDP per
capita rose 690%, adjusted for inflation.
During that time, the S&P 500 Index soared
11,700% (and that’s not including reinvested
dividends).

Over the course of this boom, a handful
of individual stocks turned many regular
investors into millionaires...
• $1,000 invested in Standard Oil (Exxon)
in 1950 would have become $2.4 million
by 2016.
• $1,000 invested in tobacco giant Philip
Morris in 1957 would have become $5.5
million by 2007.
• $1,000 invested in Coca-Cola stock back in
1962 would have been worth $221,445 by
2016.
• $1,000 invested in McDonald’s in 1965
would have become $4.1 million by 2016.

CLICK
HERE

TO READ
THE WEB
VERSION

American Consequences

47

That’s the power of investing in growth –
early on.
But looking forward, the growth isn’t going to
be in the U.S.

If you want to make
big gains in the
market, you need to
invest in growth.

And this shift will create big investment
opportunities...
In 1995, the “Emerging 7” countries – China,
India, Brazil, Russia, Indonesia, Mexico,
and Turkey – totaled just half the size of
“the Group of 7 developed countries – the
U.S., Japan, Germany, United Kingdom,
France, Italy, and Canada – based on GDP at
purchasing power parity (PPP), which adjusts
for differences in the cost of living between
countries.
But this is changing, as the figure below shows.
In 2016, the economies of the E7 countries
were, combined, larger than the economies of
the G7 countries. And by 2040, professional
services firm PricewaterhouseCoopers (PwC)
expects that the E7’s economies could be
double the size of those of the G7.

That means that by 2050, E7 countries will
make up almost 50% of the global GDP
(based on PPP), while G7 countries will only
make up around 20%. For comparison, G7
countries currently make up 31% of global
GDP... while E7 countries make up 37%.
China and India will make up most of the
world’s GDP – with China’s share growing
from almost 18% today to 21% by 2050.
Meanwhile, India’s share will grow from 7%
today to 15% by 2050.
During this time, the U.S. (which in 1990
accounted for 21% of global GDP) will fall
from today’s 16% to below 12% in 2050.
And the European Union will fall from 15%
to 9% over the same period.

RELATIVE SIZE OF G7 AND E7 ECONOMIES – 2016 AND 2050
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The chart below shows how a list of the
world’s top 10 economies will change by
2050...
To put it simply, this shift is taking place
because E7 economies are growing faster than
G7 economies. A lot faster.
PwC expects E7 countries’ GDPs to grow at
an average annual rate of 3.5% between 2016
and 2050 (and some emerging markets will
grow much faster than that).
Meanwhile, G7 GDPs are only expected to
grow at an average annual rate of just 1.6%
from 2016 to 2050.

WORLD’S 10 LARGEST
ECONOMIES – 2016 AND 2050
Rank

2016

2050

1

China

China

2

U.S.

India

3

India

U.S.

4

Japan

Indonesia

5

Germany

Brazil

6

Russia

Russia

7

Brazil

Mexico

8

Indonesia

Japan

9

U.K.

Germany

10

France

U.K.

So where is all this growth – in emerging
economies in particular – coming from?
Economic growth comes from two sources:
population growth and productivity growth.
(Broadly speaking, economic growth is a
function of the number of workers in an
economy, and their productivity.)
Shifting demographics, in part, drives
economic growth... It’s responsible for a
growing workforce. And while population
growth is falling in many major economies in
Europe, and is negative in places like China
and Japan (reducing the labor pool and
damaging productivity over the long term) it
is expected to rise in many other parts of the
world.

FAST-GROWING MARKETS

In this shift, Brazil and Mexico are expected
to overtake Japan and Germany to become
the fifth- and seventh-largest economies.
Meanwhile, India will overtake the U.S. to
become the second-largest economy.

For example, Africa will see the highest
population growth. But countries in
Southeast Asia also have good reason to be
optimistic... and changing demographics in
this region will likely boost economic growth
over the next several decades.
For economies, productivity is often
measured as the percent increase in GDP per
capita – that is, the total economic output per
person. This can come from people working

This shift is taking
place because E7
economies are
growing faster than
G7 economies. A lot
faster.
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more efficiently, like through technological
innovation. Higher productivity means a
growing economy.
As you can see in the chart below, annual
GDP per capita growth is expected to be
more than 3% in many emerging markets
from 2016 to 2050. Meanwhile, countries
like the U.S., U.K., and Japan will experience
annual economic growth of 1.5% or less.
To profit, first you need to invest, and an easy
way to do that is by buying a broad emerging
markets fund like the iShares MSCI Emerging
Markets Fund (NYSE: EEM). EEM tracks an
index of emerging-market firms weighted by
their market cap.
But if you want to make outsized returns,
one of the best ways is by investing in China.
As I said earlier, China’s share of the world’s
GDP is growing every year. And right now,
the country is experiencing a massive middle-

class boom... By 2020, there will be over 550
million middle-class people. That means a
lot of money is about to flow into Chinese
companies.
And there are three other fast-growing
markets that likely aren’t on your radar...
Vietnam, Bangladesh, and India.
According to a recent PwC report, these
three markets could be the fastest-growing
economies through 2050 – averaging real
economic growth of around 5% a year.
Thanks to this growth, India is expected to
be the second-largest economy in the world
by 2050 – eclipsing the U.S., and behind
only behind China (which will inevitably
see its growth decline from its current level).
Vietnam is forecasted to move from the 32ndlargest economy to the 20th-largest. And
Bangladesh could move from the 31st-largest
economy to the 23rd-largest.

PROJECTED REAL AVERAGE GDP GROWTH PER CAPITA
– 2016 AND 2050

50

February 2018

Again, the easiest way to invest in each of
these countries is through exchange-traded
funds (ETFs).
For Bangladesh, there’s the MSCI Bangladesh
IM Index UCITS Fund (London: XBAN).
This fund tracks the performance of the
MSCI Bangladesh Investable Market Total
Return Net Index, which is designed to
reflect the performance of a broad range of
companies in Bangladesh.
For India, one ETF is the iShares MSCI
India Fund (NYSE: INDA). This fund tracks
the MSCI India Index, which measures the
performance of companies whose market
capitalizations represent the top 85% of the
Indian equities market.
In Vietnam, some ETFs badly underperform
their benchmark index (known as tracking
error). This is a particular problem here
because the government (through state-owned
enterprises) owns most of the shares in many
publicly-traded companies. This makes shares
of those companies very illiquid (they don’t
trade much) and very volatile. That makes it
very difficult for fund managers to accurately
replicate the performance of the index.
Instead, consider the Vietnam Enterprise
Investments Limited (VEIL), a London-listed
closed-end fund. Launched in 1995, VEIL

invests in listed companies (and up to 15%
of capital in pre-IPO companies) in Vietnam
with a small allocation to neighboring Laos
and Cambodia. Its performance has been
solidly in line with the Vietnam market index
and a lot better than that of the big ETFs that
focus on Vietnam.
Whatever you do, don’t miss out on the most
lucrative investment opportunities of the next
25 years.

Kim Iskyan is the publisher of
Stansberry Churchouse Research,
an independent investment research
company based in Singapore and Hong
Kong that delivers investment insight on
Asia and around the world.

FAST-GROWING MARKETS

There are three other
fast-growing markets
that likely aren’t on
your radar... Vietnam,
Bangladesh, and India.

Kim has nearly 25 years of experience
as a stock analyst, hedge fund
manager, political risk consultant, and
financial commentator in more than half
a dozen emerging and frontier markets.
You can find more of Kim’s experience
in Asia Wealth Investment Daily letter. It’s
a must-read if you are at all interested
in the explosive growth of the Chinese
middle class. (Legendary investor Jim
Rogers reads it every day.) And if you’re
interested in specific recommendations
on how to invest in emerging markets...
click here to learn how to follow
the “American Roadmap” with your
emerging market investing.
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SINGAPORE’S

PROPERTY MARKET
is coming back to life
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It’s one of the greatest transformations
the world has ever seen...
In 1965, the small island nation of Singapore
was in bad shape. It had few natural resources,
double-digit unemployment, and an uneducated
population. At just 275 square miles (a third
the size of Greater London and four-fifths the
size of the U.S. city of San Diego), it was one
of the smallest countries in the world. Aside
from its location in the middle of the major
sea route between India and China, Singapore
didn’t have a lot going for it.
Fast forward to today, and Singapore is one
the most prosperous, innovative, and welldeveloped countries in the world.

By Peter
Churchouse

It’s also one of the wealthiest. Its GDP per
capita has grown more than 10,000% over
the past 50 years, and today stands at $53,000
per capita. That compares to $57,000 per
capita for the U.S., and $8,000 per capita
for China. Singapore has enjoyed peace and
prosperity and uniquely strong governance
over the past several decades.
Singapore has a lot going for it. But for most
of the past few years, the country’s real estate
market has been trending downwards.

OPPORTUNITY IN A
MARKET THAT HAS GONE
AGAINST THE TREND.
CLICK HERE TO

READ THE WEB VERSION

The graph on the following page shows the
long-term index of residential prices, from
Singapore’s Urban Redevelopment Authority
(URA).
As you can see, after decades of strong growth,
prices for both residential real estate (the red
line) and office real estate (the grey line) have
been flat or trending downward in recent years.
Residential real estate has seen a compound
annual growth rate (CAGR) of 6.7% since the
American Consequences
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SINGAPORE PROPERTY PRICE INDICES

New supply (the red bars
on the below chart) in
recent years has been way
higher than it has been in
the previous 15-plus years.
Vacancy rates (the green
line) have risen as this wave
of new supply has come on
stream. Those high vacancy
rates have helped suppress
prices.
Government policies have
also hurt real estate prices.

first quarter of 1975. And office real estate has
seen a CAGR of 5.2% in that time frame. This
growth rate handsomely beats the long-term
rate of inflation.
Why have prices been trending downwards in
recent years? Well, there are two major factors
at play here...

As the price chart shows,
in the lead up to the great financial crisis and
in the years after it, prices rose dramatically. In
an attempt to “cool” the market, a series of
policies were implemented to slow the pace of
price appreciation.

In 2009, interest-only mortgage loans were
banned, along with schemes that let buyers
defer repayments. The following year, a sellers’
Firstly, Singapore has seen a persistent excess
stamp duty was levied on homes that were
of supply of new residential units come into
resold within a year of purchase in an attempt
the market since 2013.
to reduce speculative
activity. The maximum
SINGAPORE RESIDENTIAL PROPERTY:
mortgage loan-to-value (that
SUPPLY/DEMAND VS VACANY
is, the ratio of a mortgage
loan to the home’s value)
was lowered.
Over the following three
years, more measures were
introduced – including
additional stamp duties for
foreign buyers (i.e., to cool
Chinese speculative inflows)
and further loan-to-value
reductions on mortgage loans.
54
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Excess supply and a set of government policies
designed to tame the market did their job,
and prices fell.
But that excess supply is now fading. As you
can see in the graph above, new supply in
the coming years will drop to levels clwoser
to the long-term averages. And excess supply
will likely diminish as vacancies fall in the
coming year or two. This is the key catalyst
for a country-wide increase in property prices
in Singapore.
We’ve also seen a rise in en-bloc sales, which
are redevelopment deals when a group of

Peter Churchouse has built a reputation
as a widely respected market analyst and
commentator, appearing regularly on
Bloomberg, CNN, and CNBC for his views
on global markets and Asian real estate.
Peter ran Morgan Stanley’s Asian Equity
Research department, acting as Regional
Strategist under the legendary Barton
Biggs. In 2004, he founded Asia’s first
hedge fund investing in physical and listed
real estate with fund-management veteran
George Long. Today, Peter remains active
in the real estate market, acting as a nonexecutive director of two public property
developers.

owners in a particular housing block do
a unified sale to a developer (at a sharp
premium to market price) – who then
redevelops the real estate into a higher value
site. This is a bullish indicator.
Last year, we also saw the government roll
back some of the “cooling” measures it put in
place to stem the rapid rise in property prices.
I don’t think we’re likely to see a further peel
back of those measures in the immediate
future, but any further rollbacks would be
bullish.
As a result, residential prices in Singapore
may be at or near the end of their downswing,
and poised to move in the opposite direction
in the coming year or so.
In short, the real estate industry in Singapore, in
most sectors, has been trending very differently
from real estate markets in most other parts of
the developed world. This market has been on
a downswing that appears to be ending.
As a financial analyst, Peter spends
his time researching and writing The
Churchouse Letter, where he shares
his investment recommendations,
wealth building ideas and decades
of accumulated financial wisdom to
subscribers from all over the world. For
example, he recently told subscribers
his favorite way to play the Singapore
real estate market. And if you become a
subscriber now, you’ll also get Peter’s new
book, Real Prosperity Through Real Estate,
where he reveals the five rules anyone
can use to be successful in real estate
investing. Click here for details.

SINGAPORE

Last year, we also saw
the government roll back
some of the “cooling”
measures it put in place
to stem the rapid rise in
property prices.
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PROTECT YOUR PORTFOLIO
FROM THE ‘BIG ONE’ WITH
THIS ASIAN MARKET...

56
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By Dr.
David Eifrig

How This

DISASTER PROTECTION
Safe Haven Offers
Massive Upside

The “Big One” could devastate the
American Northwest any day...

quake, and the 2004 Parkfield quake are some
of the more recent notable ones.

A few years ago, a Pulitzer Prize-winning
cover story in The New Yorker magazine
showed how vulnerable the coast is to a
massive earthquake.

These quakes do damage – averaging between
6.0 and 7.0 on the Richter scale – but buildings
in the areas hit are designed to handle it. More
important, each time one of these quakes
triggers, it also releases the pressure created by
the shifting tectonic plates under the Earth’s
surface. That prevents future quakes from
getting bigger and more destructive.

It predicted the biggest-ever American
natural disaster... decimating Seattle, Tacoma,
Portland, and surrounding cities... followed
by a major tsunami. Estimates suggest a
million people will be displaced, with tens of
thousands injured and killed.
The area is woefully underprepared for a
disaster of this magnitude. Here’s why:
It’s better to have smaller, more frequent
earthquakes than one rare “big one”...

Take the better-known San Andreas Fault,
which runs 800 miles up the California coast.
It blasts California with major earthquakes
every few decades or so. The 1906 and 1957
San Francisco quakes, the 1989 Loma Prieta

That’s not what’s happening farther north in
Washington state...
The Cascadia Subduction Zone runs up the
coast of the Pacific Northwest from Cape
Mendocino, in California, to Vancouver
Island, British Columbia. Two plates are
pushing against each other here. But the
area goes a long time between quakes... The
average is 243 years. It’s been about 317 since
the last quake.
Scientists fear that if this plate snaps into
position, it could unleash a monster quake...

For far too
long, the
“fault lines”
of the stock
market
haven’t
released
pressure.
When it
finally
happens, we
expect the
quake will
be big.

CLICK
HERE

TO READ
THE WEB
VERSION
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How This DISASTER PROTECTION Safe Haven Offers Massive Upside
The magnitude of the resulting quake will be
somewhere between 8.0 and 8.6. That’s the
big one. If the entire zone gives way at once,
an event that seismologists call a full-margin
rupture, the magnitude will be somewhere
between 8.7 and 9.2. That’s a very big one.
Remember, the Richter scale is logarithmic. A 7.0
is 10 times as violent as a 6.0, and an 8.0 is 10
times more than a 7.0. So if a 9.2 gets triggered, it
would be 25 times bigger than the 7.8 “Great
Quake” of 1906 that destroyed 80% of San
Francisco and caused thousands of deaths.
This theme of “resetting” a problem before it
gets too big is common in nature...
For example, forest fires used to regularly clear
out underbrush. Now that humans intervene
to prevent fires, the brush builds up to an
unnatural level. When a fire sparks, it’s larger
and more destructive.
And as investors, we can often take lessons
from the natural world. The market follows the
natural order of human emotions and reactions.

For far too long, the “fault lines” of the stock
market haven’t released pressure. When it finally
happens, we expect the quake will be big.
Remember, market dips and corrections
happen with regularity. And the heightened
market valuation and investor complacency
means the next correction will be sharp and
swift. When complacent investors get jerked
awake, they panic even more.
Mohamed El-Erian, co-chief investment officer
of PIMCO and chief economic advisor at
insurance giant Allianz, uses another analogy:
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The smoother the road, the faster people are
likely to drive. The faster they drive, the
more excited they are about getting to their
destination in good, if not record time; but,
also, the greater the risk of an accident that
could also harm other drivers, including
those driving slower and more carefully.
We’d much prefer to be the investors driving
more carefully... and we need to protect
against an accident. Here’s how...
Whether it’s an earthquake or a car crash,
we can’t predict exactly when it will happen.
However, we know that the longer it takes
or the faster you drive, the consequences get
more extreme.
Right now, it’s worthwhile to seek out a
“safe haven” asset that not only can dodge
a correction, but also benefit from this
historical market anomaly.

OPPORTUNITY IN A ‘LEFT FOR
DEAD’ ASIA MARKET
Since the 2008 financial crisis, correlations
between different assets have risen...
That means that markets have tended to move
together in one big clump as investors decide
whether they are comfortable with market
risk or not. It’s called the “risk-on, risk-off”
trade (“RORO”)... when investors buy or sell
stocks or bonds en masse.
If you want to profit when investors get
scared, go to Japan.
The yen acts as a safe-haven currency. Japan
is a politically stable country with a unique

economic situation. Its citizens have loads of
savings, but the country has long had very
low interest rates.
For this reason, Japan has a large net foreignasset balance. This trend started in the 1990s
when Japan’s economy boomed and Japanese
investors started buying up businesses and
buildings here in the U.S.
At the time, I was working for Goldman
Sachs... until one of the oldest Japanese
brokerage firms, Yamaichi Bank, started
buying up anyone and everyone to come over
to the “Goldman of Japan.” They recruited
me heavily, including a six-figure signing
bonus that they kept increasing every six
months, and finally they enticed me to join
their firm.
Eventually, Yamaichi went bankrupt, partly
because its headquarters’ culture didn’t fit
with the Western gunslingers they’d purchased
to run the American office.

foreign assets. The total balance now reaches
more than ¥100 trillion.
When international markets get skittish, so
do these Japanese investors. They pull some
of their foreign assets back home. To do
this, they have to buy yen... That drives the
currency up.
In part, the rise of the yen happens because
of the expectation that it will happen. It can
become its own virtuous circle.
And while there’s no single measure of risk
appetite, we can tease it out of the data.

When
investors
shun risk,
you’ll see
the VIX jump
sharply.
It’s more
important
to pay
attention to
these jumps
than the
specific VIX
level.

When investors shun risk, you’ll see the VIX
jump sharply. It’s more important to pay
attention to these jumps than the specific VIX
level. And by using this simple risk measure
to determine when volatility is spiking, we
can identify risk-off periods and see that they
tend to boost the yen.

Most of us wanted control
and money for our success... YEN RISES WITH VIX RISK MEASURE
They just wanted respect
on Wall Street, which
can’t be bought, only
taken. Within years of
bringing in ex-Merrill,
Solly, and Goldman guys,
most of us moved on as
the bank started bleeding
back home in Japan.
Even after the early-’90s
boom and late-’90s bust,
Japan kept buying up
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How This DISASTER PROTECTION Safe Haven Offers Massive Upside
This correlated jump allows you to earn gains
by holding yen when the U.S. and global
markets turn down.
For subscribers of my Income Intelligence
letter, we built a proprietary RORO index that
compares the performance of traditionally risky
assets with those seen as safer.
When the index is declining, so is the appetite
for risk and thus the trade is risk-off. When it’s
increasing, it’s risk-on. During the periods of
declining risk appetite, the yen tends to rise.

YEN RISES WITH II RORO INDEX

spendthrift consumers that drive growth in
capitalist economies.
In fact, Japan has long fought the threat of
deflation. We mostly worry about inflation
(rising prices) as a problem, but deflation is
even worse for an economy. If consumers
expect prices to fall, it makes sense to wait to
buy something. This shrinks the economy,
leading to more deflation and further
shrinking. It’s called a deflationary spiral.
That has led to decades of substandard
Japanese stock returns.
But today, Japan is
changing... both as
an economy and an
investment. The market

is breaking out, as you
can see in the chart of
the Japanese Nikkei 225
index on the following
page.
We’re also seeing signs of
the economy returning
to growth.

For these reasons, many investors should
consider “buying Japan”...

A PERFECT TIME TO GO EAST
After the “megaboom” of the 1980s, Japan’s
economy has struggled to gain momentum.
Japan has an older population and a high
savings rate, sapping the economy of young,
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Understanding what’s
happening in Japan takes
a review of its recent
history. In January 2013, Prime Minister
Shinzo Abe undertook a major stimulus
plan with the express purpose of reviving the
economy. It’s since been dubbed “Abenomics”
and is meant to push inflation up.
It was similar to quantitative easing (QE)
from other central banks... except for its size.
Japan committed to spend ¥80 trillion a year

on stimulus – or roughly
$58 billion U.S. dollars
per month.

THE NIKKEI 225 INDEX

In comparison, most of
the U.S. QE program
averaged around $35
billion per month. So
Japan nearly doubled the
stimulus, acting on an
economy with one-third
the population and a
quarter the gross domestic
product (GDP).
This worked for a time...
At the start of 2013,
Japan’s consumer price index started rising
faster, eventually hitting 3.5% in 2014. Then
inflation started to ease back down.
That’s the problem with QE programs. They
often only work while they’re running. The
hope for policymakers is that the QE “jumpstarts” the economy enough to run on its
own.
And it looks like Japan may have pulled it
off. It’s hard to say whether Abenomics has
led to this recent health in Japan’s economy,
or whether it’s happening on its own. The
important thing is there are early signs of real
economic health in Japan.
Inflation is inching up, and important
measures like capital investment, consumer
confidence, and productivity are all also
showing gains.

ABENOMICS PHASE II
In late 2016, the Bank of Japan moved away
from targeting higher inflation and switched
to a goal of keeping 10-year bond yields at
zero percent.
It’s uncharted territory. But it signals a big
commitment to keep the capital flowing. And
bond yields remain positive, meaning there’s
room for more stimulus.
Measures of investment and productivity
have been extremely stubborn both globally
and in Japan. Both have shown continuing
improvement since the middle of 2016. That
gives us great confidence in Japan’s immediate
future.

If consumers
expect
prices to
fall, it makes
sense to
wait to buy
something.
This
shrinks the
economy,
leading
to more
deflation
and further
shrinking.
It’s called a
deflationary
spiral.

Of course, economics isn’t everything. We’re
looking for quality investments. Japan has
that as well. And the Japanese stock market
looks cheap compared with the U.S.

American Consequences

61

How This DISASTER PROTECTION Safe Haven Offers Massive Upside
On a price-to-earnings basis, you can get
Japanese stocks via a safe, broad market
dividend fund that will profit from the yen
and Japan’s growing economic health at about
16 times earnings. That’s well below the
S&P 500 and near the low range of the last
10 years. And if you compare price-to-sales
and price-to-book ratios, Japan looks even
cheaper...
Japan

U.S.

Price-to-earnings

16.0x

22.5x

Price-to-sales

1.0x

2.3x

Price-to-book

1.5x

3.4x

So there are two ways we see a broad Japanese
trade playing out for U.S. investors...
First, it gets you outside the U.S. dollar. Odds
are that your portfolio is heavily invested in
the dollar. The dollar has been on a sharp
decline through 2017 with a brief rally
towards the end of the year that has quickly
evaporated. As the dollar cools and Japan’s

Dr. David Eifrig worked in arbitrage and
trading groups with major Wall Street
investment banks, including Goldman
Sachs, Chase Manhattan, and Yamaichi
in Japan. He recommended a specific
Japanese investment to his Income
Intelligence subscribers last year... and it
has already gained double digits, beating
the S&P 500 Index over the same period.
If you’re interested in a diversified income
portfolio that can pay you strong yields in
retirement, Income Intelligence could be
right for you. Every month, Dr. Eifrig and
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In that case, the yen
protection works to
our advantage... with
Japanese stocks
likely to either rise
or hold their value
better than the
general U.S. market.
business environment stays strong, Japanese
investments could hand you great yields and
capital gains over the next two to three years.
The other way this could play out is if we see
a market pullback in the U.S. In that case,
the yen protection works to our advantage...
with Japanese stocks likely to either rise or
hold their value better than the general U.S.
market.
In a few words, buying Japan can give you
growth, dividends, stability, and protection...
something every retiree needs.

his lead analyst Matthew Weinschenk
go through every single sector of the
market that can pay you regular income...
to generate the highest income return
possible with minimal risk.
There’s something special about getting
income checks each month or quarter.
And remember, consistent and safe
income is the key to any successful
retirement. If you’re interested in
subscribing to Income Intelligence, you can
find more information by clicking here.

INTRODUCING THE

The OneBlade® is the closest, most comfortable shave ever. It's precision engineered to give
a smooth, irritation free shave - and it's the easiest way to shave with a single blade razor.
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they cut cleaner, and they last
longer. Our blades also have perfect
leading edges meaning that you’ll

A BETTER SHAVE THAT IMPROVES
OVERALL SKIN HEALTH

enjoy consistently smooth shaves at
all times.

Multi-blade razors are designed to
shave below the surface of your skin,
pulling hairs up and cutting them

SAVES YOU MONEY

too close. This causes irritation and

The
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All other single blade razors require
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head. Not with the OneBlade®. Blade
changes are lightning fast and dead
simple thanks to our quick-load
blade system.

To learn more about OneBlade® and how you can
try this revolutionary shave system risk-free for
30-days, visit www.onebladeshave.com/Stansberry
or call 800-481-1436 between Monday through
Friday, 9am – 5pm EST.
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As long as the Indian government stays out of the way of the Indian
entrepreneur, there will be phenomenal returns for investors.

100-YEAR
OPPORTUNITY
IN INDIA
There is a transformation underway in India today...
The nation is the world’s youngest large democracy. Those three words
will determine how long India’s current streak will remain alive... and I
truly believe it could be a 100-year investment opportunity.

CLICK HERE TO
READ THE WEB VERSION
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Prime Minister Narendra Modi’s
administration has worked tirelessly over the
past three years to clean up the system...

average taxes borne by any one individual and
multiplies market opportunities for organized
players.

Government spending has been improved
dramatically using the biometric ID system.

I believe that this has increased the addressable
market opportunity in India for strong, listed
companies by five- or even 10-fold.

Wasteful subsidies have been reduced.
The banking system is being cleaned up.
More decisions are being decentralized. Less
power is now in the hands of the executive.
Regulators are more powerful. And a
meritocratic system is being built.
In 2016, India passed a path-breaking
Insolvency and Bankruptcy Code (IBC)
in 2016. The implementation of the IBC
is in the hands of Independent Resolution
Professionals, guided by the National
Company Law Tribunal.
What this means in plain language...
For the first time in the history of India,
sanctity is being established in a commercial
contract between a borrower and a lender or a
debtor and a creditor (even if the creditor is a
vendor or supplier).
This is a game-changer for businesses... It
dramatically lowers risk in the financial system
and enhances return on capital. This magnifies
potential opportunities and returns for investors,
accelerating the compounding of capital.
The Goods and Services Tax (GST) combined
with the e-way bill and the online GST
network has transformed India into a single
market. Tax compliance is accelerating at an
unprecedented rate, formalizing the economy
and broadening the tax base. This lowers

By Rahul
Saraogi

So as that meritocratic foundation is built in
the economy, India is like a coiled-up spring.
And once it truly gets into motion, the
runway for Indian companies is very large.
Right now, the country is a prime hunting
ground for bottom-up investors... that is,
investors who focus on individual stocks
within a sector, rather than a big-picture,
macro investor who simply “buys India.”
Even though India is only a $2.4 trillion
economy, it has a big stock market with
something like 6,000 listed companies.
Every imaginable sector of the economy is
represented because it’s relatively easy for
companies to go public.
The most popular sector, of course, is the
consumer sector. If you know anything about
India, you know that with 1.3 billion people,
it has a large and growing consumer market –
the so-called “engine of consumption” behind
its economic growth.

For the
first time in
the history
of India,
sanctity
is being
established
in a
commercial
contract
between a
borrower
and a lender
or a debtor
and a
creditor.

But the companies listed in the discretionary
consumer segment of India’s stock market
have probably benefited too much from this
story. So while I don’t have a bearish view on
consumer demand, these companies are likely
getting ahead of themselves.
In addition, financial services have also been
very popular. In particular, non-deposit-
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taking finance companies... like auto
financing and mortgage financing companies.
However, I think there is gross misreporting
of non-performing loans in this sector... The
entire sector trades at between three to four
times book value, while the better-known
names created five, six, seven times book. This
sector is clearly in a mini bubble of its own.
Finally, Indian pharmaceutical companies
and IT support companies are well known,
but they are also relatively better researched
and more owned. In addition, the industry
is suffering from overcapacity and demand
has tapered off. The canary in the coal mine
is margins... and right now, margins are
compressing dramatically.
So I would encourage investors interested in
India to look beyond these segments of the
economy.
There are opportunities in those areas, but the
real upside in India is elsewhere. For example,
right now I see significant upside in...
Infrastructure and Housing: This is the

single-largest opportunity in the Indian
markets. Anyone who has visited India knows
how underinvested Indian infrastructure is.
And the fixing of India’s infrastructure deficit
has been a long time coming...
To fix infrastructure, one has to fix laws
and regulations, the financial system, land
acquisition, permissions and approvals, and
last-mile implementation.
It’s 15 years late, but the time for Indian
infrastructure has arrived. I don’t necessarily
believe that buying infrastructure66
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construction companies is the only or best
way to participate in the boom ahead. There
are opportunities in every cyclical industry
linked to the imminent infrastructure
buildout – including steel, cement,
transportation, and so on.
Affordable housing is another gigantic
opportunity and all the necessary building
blocks are in place (no pun intended) for
large-scale growth in housing.
Manufacturing: As I mentioned, India is

a big consumer market, but it imports a lot
of manufactured goods. The nation opened
its external trade long before it opened up its
internal trade. But now with the goods-andservices tax in place, India is becoming one
national common market. That means that
manufacturing presents a very big opportunity.
India has in the past wasted its home-market
advantage. But today, India has recognized its
mistake, and laws and regulations are rapidly
being implemented to protect and give Indian
companies the opportunity to grow with their
home market...
This is likely to give Indian companies critical
mass to then capture export markets. I see a
repeat of what happened in China 20 years ago,
with an Indian flavor. Disruptions in China
have also been creating large opportunity for
Indian manufacturing companies.
New Internet and Technology
Companies: With more than 1 billion

mobile connections with smartphone
penetration increasing, public technology
companies represent phenomenal
opportunities. However, the nation does not

Discretionary Services Consumption Sector:
By that, I mean everything from media,
leisure, and entertainment companies... as
well as travel and tourism businesses. This is
a completely virgin opportunity and we are
at the start of a massive boom in the leisure
and entertainment industry in India. While
consumption of manufactured goods has been
captured by the stock market, the services/
leisure consumption story is ahead.
The best thing about investing in India today
is that it’s coming from a lower base than its
most common comparison economy, China.
If China is at a 90, India is somewhere
around a five. So it’s a lot easier for India to
go from a five to a 10... and it’s still going to

Rahul Saraogi is the founder and
managing director of Atyant Capital.
He has spent the past nearly 20 years
focused on the Indian market – identifying
the best 10 to 15 investment ideas from
among the thousands of publicly traded
Indian corporations.
Rahul’s value-based investment
philosophy stands apart due to his
belief in the paramount importance of
corporate governance, specifically how
management operates with its minority
shareholders in mind. Rahul is the author of

be a minnow compared to China. If there’s
any sort of dip or bigger debacle caused by an
emerging market crisis, that will be a massive
buying opportunity in India.
However, even with the Indian stock market
at all-time highs, there is still plenty of
upside in India. The nation is building highquality, high-management, high-governance
enterprises that are likely to grow first
domestically... and in the not-so-distant
future, make their impact felt globally.
More important for the longevity of this
opportunity, the government has realized that it
needs to take a hands-off approach. It’s focused
on consolidating, cleaning up, and building a
strong foundation. That’s the right approach.

100-YEAR OPPORTUNITY

have many Internet companies. Instead, you
should focus on technology companies that
have products and intellectual property. And
interestingly, the valuations of the product
companies are not high because they are
misunderstood.

As long as the Indian government keeps
taking that approach and stays out of the
way of private enterprise, then I think private
entrepreneurs will do their thing. And
India will generate phenomenal returns for
investors.

Investing in India: A Value Investor’s
Guide to the Biggest Untapped
Opportunity in the World, a definitive
guide on navigating the Indian
markets.
Rahul graduated from the Wharton
School of the University of
Pennsylvania with a degree in Economics.
Outside of Atyant, he practices Vipassana,
a 2,500-year-old meditation technique that
helps people see things as they really are.
Rahul splits time between Chennai, India
and Miami, Florida.

American Consequences

67

ONE KIM
TO RULE
THEM ALL
EVERYTHING YOU NEED TO KNOW ABOUT
THE NORTH KOREAN THREAT
Laugh if you want at the fat little men with bad haircuts who always
seem to be in charge of the place, or the pants-wetting adulation at its
immense choreographed rallies for those same Supreme Leaders, or
even its robotic spokesmen’s unfathomable barking blather. Laugh at its
late-Buck-Rogers-era architecture in its Potemkin capital, Pyongyang,
or at any and all of its other uber-kitsch signature features that make the
North Korean system so exquisitely mock-able to the outside world.
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Laugh if you want, but the North Korean
threat is as serious as a heart attack.
North Korea’s leadership is methodically
preparing for a nuclear showdown against
the United States and its allies in the Korean
peninsula – and it is planning to win that
confrontation. If that ambition sounds like
insane, over-the-top conceit from an insane,
over-the-top dictatorship, look at the facts on
the ground to date.
For decades, the Kim family regime (now on
its third Kim) has been relentlessly moving
ahead with its nuke and missile programs.
Last year, according to its claims, Pyongyang
managed to set off a thermonuclear device
– a hydrogen bomb – and also successfully
shot off a prototype ICBM that appeared
able to target all of the continental U.S. At
the beginning of this year, Dear Respected
Comrade Kim Jong Un announced that
North Korea was moving into mass
production of nukes and missiles.
Furthermore, North Korea has registered all
these achievements in WMD proliferation
in the face of continuous American and
international opposition. Which is to say
that North Korea has out-maneuvered all of
the foreign powers trying to prevent it from
becoming a nuclear-weapons state. North
Korea’s leadership – at least thus far – has
outsmarted its American antagonists at almost
every step of the ongoing nuclear drama. And
to anyone who follows the news, it should be
evident that Pyongyang – not Washington,
not the UN, not even Beijing – calls all the
shots in the unfolding “North Korean nuclear
crisis.” Not so bad for a ridiculous little

government that we reflexively dismiss and
satirize in comedies like Team America and
The Interview.
So, let’s check our condescension at the door.
We underestimate the North Korean regime
at our peril. The DPRK is very difficult
for us to understand, not least because
three generations of dictators have so very
successfully managed to close the country off
from the world. But catastrophic events quite
possibly await us if we do not make the effort.

North Korea’s
leadership is
methodically preparing
for a nuclear showdown
against the United
States and its allies in
the Korean peninsula –
and it is planning to win
that confrontation
The North Korean political system is one
of a kind. Originally spawned by Stalin as a
far-flung Soviet satellite at the beginning of
the Cold War, North Korea broke free from
Moscow early on, and has mutated into an
Asiatic hereditary dynasty in its own right.
It retains all the instruments of control and
terror from the original Marxist-Leninist
model, while supplementing them with a
whole roster of inventive new totalitarian
tricks of its own.
Evidently, the North Korean variant of
totalitarianism is superior to the Soviet
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prototype. The latter, after all, is in the
dustbin of history, and the former is very
much still with us.
Where Marxist-Leninist states always have
a secret police force, the North Korean state
set up multiple services. Not only do they
spy on and suppress the subject population,
these services also surveille each other and
report any signs of disloyalty or impurity to
the very top. Marxist-Leninist states always
had their dreaded gulags, but North Korea’s
political prisons, or kwan-li-so, are even more
terrifying. Adapted to capitalize on Asian
family values, they threaten the horror of the
concentration camp not only for the arrestee,
but also for his whole extended family –
children, cousins, grandparents, everyone.
When you wonder why North Koreans don’t
rise up against the horrible oppression they
suffer, or why more people don’t try to flee its
inhumanity, remember this part: The system
is carefully designed to hold every North
Korean’s entire bloodline hostage.
And then there is North Korea’s unique,
and uniquely odious, Songbun system. Marx
may have envisioned his Communism as a
classless utopia, but Pyongyang pulled full
throttle in the opposite direction, imposing
carefully calibrated class designations as
a tool for social control. In North Korea,
class status (currently, there are over 50 of
them) is assigned for life, and one’s Songbun
determines one’s chances in life – and death.
It is a safe bet that no one from North Korea’s
privileged “core” classes died in the Great
North Korean Famine of the 1990s, and that
almost all the victims were members of the
so-called “hostile” classes. Songbun formalizes
70

February 2018

and perfects techniques of social atomization
that Stalin and Mao only pioneered,
transforming divide-and-rule into a science,
and thus routinizing internal mutual mistrust
and hatred to a degree perhaps never attained
through deliberate government policy.
Three decades (and two Kims) ago, the late
Robert Scalapino, then arguably America’s
foremost expert on East Asia, opined that
the political system of North Korea was “as
close to totalitarianism as a humanly operated
society could come.” North Korea is not
quite as hermetically sealed today as it was

When it comes to
complete control over
the life and thought of
the people under its
command, there is not
even a close second to
the Kim regime in the
world today.
back then, however. Domestic cellphone
service is now permitted, some modicum of
unauthorized information from abroad now
penetrates state borders, and market activity
is no longer always “counter-revolutionary.”
But when it comes to complete control over
the life and thought of the people under its
command, there is not even a close second
to the Kim regime in the world today.
Compared to North Korea, the Islamic
Republic of Iran looks like an experiment in
natural law and consent of the governed.

ONE KIM TO
RULE THEM ALL
North Korea’s extraordinary apparatus of
repression guarantees that the DPRK’s
populace endures an unending human
rights nightmare. It is also a guarantor of the
regime’s staying power, helping to explain
why more liberal governments (say, East
Germany or Ceaușescu’s Romania) failed
to keep their grip. But the North Korean
project cannot be understood without also
appreciating the regime’s ideology – the spirit
that animates the machine. That ideology is key
to the menace Pyongyang poses to America
and the world today.
Outsiders have almost no grasp of
Pyongyang’s true worldview for the simple
reason that DPRK political treatises and
pronouncements are practically unbearable to
read or listen to. Almost no one would want
to take a voluntary voyage through North
Korean propaganda. Yet hiding in plain
sight within the exegeses on “Juche thought”
or “Ten Principles for the Establishment
of a Monolithic Ideological System” is the
implacable logic of a revisionist state.
North Korea is no longer a Marxist-Leninist
regime. It was once, of course, but Marx and
Lenin have been stricken from the DPRK
constitution and the charter of the Korean
Worker’s Party, and their statues removed
from Kim Il Sung Square. Communism isn’t
even the proclaimed objective any more.
Instead, Pyongyang promotes “our own style
of socialism.” The immortal minds behind
this thinking are “Great Leader” Kim Il Sung
and “Dear Leader” Kim Jong Il, both smiling
down on “Dear Respected Comrade” Kim
Jong Un from heaven.
North Korea’s “own style of socialism” has

also wheeled 180 degrees from MarxismLeninism’s ambitious claims of universal
reach. No more “workers of the world,
unite!” Today, North Korean ideology
is narrow-cast to Koreans, and Koreans
only. The watchword is minjok, crudely
translated as “race.” (For foreign
ears, Pyongyang translates the term as
“nationality” or “nation.”) To Western
readers, “National Socialism” is a freighted
term, chained to a particular place and time.
So, let’s say instead that the North Korean
regime is an avowed exponent of “Racial
Socialism.”
North Korea’s doctrine of Racial Socialism
would make Julius Streicher blush with envy.
North Korea now preaches an unabashed
and full-throated gospel of race. It’s a secular
theology that tells of a Korean nationality
oppressed and exploited from time
immemorial by other, more powerful peoples.
An ideology that praises the loving and
infallible patriarch Kim Il Sung – who led the
North Korean people out of the wilderness
and into the shelter of their own independent
socialist state – and prophesizes the Elysium
to come, when the entire Korean race will at
last be united under the Kims of Pyongyang.
With that coming together, the racial destiny
of the Koreans will finally be fulfilled, and the
whole Korean nation will be ready to stand
up to stand up against the other peoples of
the world once and for all.
If this vision sounds uninspiring, consider
the metaphysical tides that have called men
(and women) to action for most of recorded
history. The battle cry of the tribe, or the
nationality, is primordial, and has coursed
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through the blood of most peoples on earth
until roughly the time when the World
Economic Forum threw its first cocktail party.
“Davos Man” cannot understand the sacrifices
the North Korean state demands from its
people. Four millennia of civilized (and
uncivilized) peoples around the world would
despise Davos Man for that. The DPRK’s selfjustification for its authority and ambition may
not be pretty, but it comes from a powerful
lineage – another fact which may help account
for the regime’s remarkable capacity to survive
in the face of formidable odds.

72

Subversion from within would be the simplest
way to overthrow the South Korean state, but
70 years of North Korean-sponsored efforts
have proved ineffective.
Thus, the second unpleasant implication of
North Korean ideology: Military conquest
of South Korea must be the North Korean
regime’s prime plan for unifying the minjok –
forever.

Ominous and inescapable implications flow
from the North Korean state’s raison d’etre.
First and foremost, absorbing the rest of the
Korean peninsula as its own – unconditionally
– is central to the Kim regime’s self-assigned
mission. Back when North Korea was a
mere Communist state, there might have
been other overarching goals, but now
that Pyongyang espouses Racial Socialism,
reunification overshadows all other competing
tasks. Since the promise to gather all the
Korean minjok under its own rule is the very
rationale for the North Korean state, it is an
utterly non-negotiable goal.

Kim Il Sung’s surprise attack against the
South in 1950 almost consummated his
dream but failed when the U.S. came to
the ROK’s defense. Since the 1953 ceasefire
that ended the shooting in the Korean War,
three generations of Kims have striven to
develop the military muscle to complete
the task the Great Leader started. This has
meant generations of wholesale “supermilitarization.” There are reportedly more
men under arms today in tiny North Korea
than in Putin’s Russia. For over half a century,
North Korea has been running an economy
on a total-war footing, waiting for its chance
to take out the ROK. It’s a permanent
garrison-state mobilization, which also happens
to dovetail nicely with the regime’s designs for
total command of its subjects at home.

But of course most of the peninsula’s
population have no intention of subjecting
themselves to North Korean totalitarianism.
They have built an open and prosperous
democracy in the South. The Republic of
Korea (ROK) is one of the modern world’s
great success stories. Be that as it may, the
existence of any alternative Korean state,
much less a successful one, is an affront to
the North Korean regime. To Pyongyang it
is imperative that the ROK be eradicated.

Not surprisingly, North Korea’s economy
buckled under these breathtaking military
burdens. And the scale of economic failure
was magnified by the regime’s increasingly
capricious and politicized approach to
management and planning. Even before the
end of the Cold War, North Korea was falling
far behind the South in their economic race,
and when the USSR collapsed and Soviet
subsidies ceased, North Korea careened
into manmade (or more specifically, “Dear-
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Leader-made”) famine. Though the North has
enjoyed a measure of economic recovery in
the DPRK’s consumer sector under Kim Jong
Un, its economy is now tiny by comparison.
Kim Jong Un cannot afford the military
modernization required for a redo of his
grandfather’s full-frontal, conventional assault
against the South.
This is where North Korea’s nuke and longrange missile programs fit into the regime’s
game plan. And this is the third unpleasant
implication of the regime’s thinking: Nuclear
weapons are indispensable, and threatening
America with nuclear weapons is absolutely
necessary.

Nuclear weapons are
indispensable, and
threatening America
with nuclear weapons
is absolutely
necessary.
The nuke-missile program not only avails the
North Korean state of a manifestly affordable
path for “asymmetric warfare,” it is in fact
a trifecta for Pyongyang. Developing and
amassing the world’s deadliest weapons
counts as a huge domestic plus, redounding
to the honor of the Supreme Leader and
further reinforcing his power and legitimacy.
Nuclear weapons are also an insurance policy
for regime survival, both deterring external
pressure from hostile powers and facilitating
the international military extortion upon
which the regime financially depends. Finally,

and perhaps most important, this nuclear sword
represents the regime’s last best hope in its quest
for unconditional reunification of Korea.
For Pyongyang, the road to unification
leads through Washington. America
prevented the takeover of the South
during the Korean War. America has
prevented subsequent military assaults on
the South through its military alliance with
Seoul (which includes not just forwardpositioned U.S. troops but also a U.S. nuclear
guarantee).
The necessary (though not sufficient)
condition for Pyongyang to advance its
design for reunification is for the U.S. to
abandon South Korea, relinquishing the
protection that the U.S.-ROK alliance has
provided to date.
Almost exactly 50 years ago, Pyongyang tried
to reconfigure the Korean chessboard through
a commando raid on the Blue House in Seoul
and almost succeeded in assassinating thenPresident Park Chung-hee. Today, as if in a
high-tech homage to that earlier operation,
Pyongyang is attempting once more to
rearrange the geopolitical chessboard, this
time by pointing a nuclear pistol at the
White House.
North Korea’s leadership is not suicidal. It
could not have lasted this long if it were.
Pyongyang is not intending to barrel into a
nuclear exchange against America, a contest
in which it would clearly be doomed. Instead,
Team Kim seems to have in mind a duel it
can actually win – a face-off in which it forces
Washington to blink.
American Consequences
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And the thing is, it’s not a crazy scenario.
Imagine, if you will, a future world with
many more North Korean nukes and missiles,
in which the Kim family regime chooses to
create a crisis in the Peninsula. (The crisis
would not be spontaneous. Crises involving
North Korea never are, and DPRK officials
are masters of gaming things through well in
advance.) In this carefully crafted emergency
– who knows what, maybe an artillery barrage
into downtown Seoul? – the U.S. president
would be faced with a choice:
1) Retaliate against the North, and risk
escalation that could lead not only to a
possible nuclear war in the Peninsula but
also a strike on the U.S. homeland, or
2) Hold off on military response, try to cool
things down, and reach out to the North in
an effort to de-escalate tensions.
Should Washington choose that second,
and arguably more responsible course, it is
entirely possible that the credibility of the
U.S. military commitment could be fatally
undermined. If so, South Korea’s alliance
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Bureau of Asian Research (NBR). He is
also a founding board member of the
Committee for Human Rights in North
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with America will be worthless, and the
arrangement would fall apart. And without
U.S. backup for the South, the struggle for
unification would suddenly be a new and
very different game for Pyongyang. Even with
America out, unconditional unification is
nothing like a slam dunk for the Kim regime,
but that prospect might just begin to verge
into the realm of political possibility.

Team Kim seems to
have in mind a duel it
can actually win –
a face-off in which it
forces Washington
to blink.
We cannot know how long the North
Korean state will last. Autocracies sometimes
suddenly collapse, and their impending
downfall is only “obvious” in retrospect. The
Kim family regime will not last forever –
no dynasties ever have. If the U.S. and her
allies were to concentrate their attention and
resources on “North Korea threat reduction,”
in fact, they no doubt could appreciably
shorten the lifespan of that dictatorship, and
increase the odds of a successful post-DPRK
reunification of the Korean peninsula. So long
as North Korean leadership has anything to
say about the matter, however, the Kim family
regime will be around and the dangers it
poses to us will only increase.

DOUBTS
ABOUT
ASIA

Help! We’re
being held
prisoner
by a huge
economic
boom!

Not to be a wet Mao Jacket, but...
I have my worries concerning Asia’s future –
its economic future and even (if you like big
words the way I do) its existential future.
What I don’t doubt is that, in the near term,
the Asian economy is going to grow like a
bamboo shoot. Some species of bamboo can
increase in height by 36 inches a day – an
inch every 40 minutes. If you set up your
camp chair over a bamboo plant and take a
snooze, you could be in for a surprise.
But just looking at Asia’s economic growth,
without taking other factors into account, can
lead to the “Zero Baseline Fallacy.”
76
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The growth looks extraordinary, but what’s really
extraordinary is where the growth started.
In 1978 – only a moment ago in history –
China’s per capita GDP was $156.40.
China’s per capita GDP has increased by
4,409% since then. But 4,409% of hardly
anything is still not a whole bunch.
China’s current per capita GDP is $6,895.
America’s current per capita GDP is $52,195.
Starting from a Zero Baseline is like the “Irish
Fitness Program” joke that the Irish used to
tell when Ireland was being a “Celtic Tiger.”

Irish Fitness Program

Take two 50-pound potato sacks and hold
them out at arm’s length.
Do this for one minute the first day, two
minutes the second day, three minutes the
third day, and so on, until you can hold the
potato sacks at arm’s length for one hour.
Now put one potato in each of the sacks.
Furthermore, just looking at Asia’s economic
potential – without taking other factors
into account – can lead to the “Chinese
Arithmetic Fallacy.”
China’s economy is huge. But China is
huge. There are 1.38 billion people in
China. A number as gob-smackingly large as
1,380,000,000 can fog business thinking. Just
1% of China’s population equals 13.8 million.
Right now at Boeing headquarters there’s
probably a group of top executives huddled
in the boardroom telling each other, “If we
could sell 787 Dreamliners to just 1% of...”
A more fundamental concern about Asia
is democracy, or lack thereof. Several Asia
experts in this issue of American Consequences
have pointed out the “Command and
Control” advantage that China, with its
autocratic government, has over democracies
such as the U.S. and India.
The advantage is real, but is it so
advantageous?
Hitler vastly improved Germany’s depressionera consumer economy. But what ended up
being consumed was Austria, Czechoslovakia,
Poland, the Netherlands, Belgium, France,
Denmark, Norway, etc.

Yes, Mussolini made the trains run on time.
But where the trains were going was to take
Italian troops to the front lines where they
would be slaughtered.
Democracy is slow and frustrating, but to
discount democracy is to violate the Churchill
maxim: “Democracy is the worst form of
government except for all those other forms
that have been tried.”

By P.J.
O’Rourke

What democracy has going for it is that it’s
the only system under which there’s a hope
of preserving and expanding human rights.
And the free market is, first and foremost, a
human right. Economic liberty is inseparable
from liberty itself.
A system such as China’s, which allows
citizens to trade most physical objects but
forbids them to trade certain intellectual
concepts, is like a system where everybody
gets a car but nobody is allowed to learn to
drive. Sooner or later there’s going to be a
crack-up.
Democracy is also the only safeguard against
central planning. Central planning always
looks efficient and expert – from a distance.
But central planning always ends up with
an “efficiency expert” deciding it would be
more efficient if everyone wore the same
size underpants, selected by an expert. I am
hoping, for my sake, that that expert doesn’t
come over from the private sector at, say,
Victoria’s Secret. A thong? That’s wrong.
Long-term economic growth in democracies
– particularly in English-speaking countries
since the Industrial Revolution – beats
anything on the historical record.
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There isn’t much of a democratic tradition
in Asia, and this is because of the barbarians.
We’re the barbarians.
A certain rough democratic equality is
common among barbarous peoples. It can be
seen in the primitive tribes of the Arctic, the
Americas, the Antipodes, Africa, and most
especially among the primitive tribes that
invaded and conquered the Roman Empire,
which would be us “Westerners.”
The fall of Rome we’re taught to rue,
But it was we that Rome fell to.
Civilization was born in Asia some 9,000
years ago. This means the people of Asia have
– give or take – 9,000 more years of being
civilized than we do. I have never spoken
intimately to a person from Asia who did not
consider Westerners to be barbarians (though
the sentiment is usually expressed more
politely than that).
And it’s true. The World War II that the
world had not long ago was based entirely on
Western ideologies (including the fascism of
Imperial Japan), and the worst tragedy that
has befallen modern Asia – the gruesome
depredations of Maoism – was also based on a
Western ideology. We are guilty as charged.
But civilization has its discontents.
Civilization leads to centralization, which
leads to autocracy, which leads to absolutism.
And absolutism is in absolute opposition to
human liberty and human progress, whether
absolutists know it or not.
Pol Pot knew it. Xi Jinping doesn’t seem to.
I have other worries about Asia. The
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continent contains three major “Trip Wires of
War.” And that’s not counting North Korea or
the perpetually warring Trump-word-holes of
the Middle East.
The least worrying is a U.S.-China conflict. One
of these countries has a grown-up for a leader.
The other has a military led by grown-ups.
An India-Pakistan conflict is more of a 3 a.m.
night sweat. India and Pakistan have already
fought four wars since 1947, plus numerous
military skirmishes and an ongoing armed
standoff in Kashmir. Now they’ve both got nukes.

I don’t fret much about
what North Korea
will do with its atomic
bombs. Kim Jong Un
is a murderer, but he’s
not suicidal.
Pakistan could fall under control of Muslim
extremists. India could fall under control of
Hindu extremists. Whether you prefer Paradise
or endless reincarnation, you may get your
wish. You and everybody else in the world.
Then there’s poor, belligerent, unpredictable
Russia sharing 2,600 miles of border with
rich, peaceful, orderly China. You remember
what happened to Senator Rand Paul with his
next-door neighbor.
I touched on religious extremism in Pakistan
and India. But India has another problem
besides Hindu extremism. India has the
second largest population of Muslims of any
nation in the world – 176 million versus
Pakistan’s 167 million. Then, sitting athwart

trade routes, in the middle of everything, with
the largest economy in Southeast Asia, is the
country that has the most Muslims, Indonesia
– 209 million.
The vast majority of Muslims are not
interested in extremism any more than the
vast majority of Democrats are interested
in knocking Rand Paul off his rider mower.
The RAND Corporation think tank regards
Muslim extremists as being sort of like
America’s filthy rich (whom you’re unlikely to
encounter personally). RAND estimates that
less than 1% of Muslims worldwide are at risk
of becoming radicals.
So 176 million plus 167 million plus 209
million and add in the 21 million Muslims from
China. That equals 573 million, times 1%...
So (the flip side of Boeing executives’ hope for
787 sales) I’ve only got 5,730,000 people to
worry about.
Then there are Asia’s “failed states” – always a
danger to peace and prosperity, as the failed
states of Weimar Germany, Tsarist Russia, and
the Confederate States of America have proven.
The Philippines could become a failed state,
Myanmar seems to be trying to become
one, and Afghanistan is already there. The
former Soviet Republics of Central Asia –
the “Trashcanistans” – all have failed state
potential. And, when it comes to a fully
realized failed state, North Korea takes the
cake... or it would if it could get any cakemaking ingredients on the black market.
I don’t fret much about what North Korea
will do with its atomic bombs. Kim Jong Un
is a murderer, but he’s not suicidal. But I don’t

like the example he sets in Asia
and elsewhere.

DOUBTS
ABOUT
ASIA

Here’s how to be the head of a
Trump-word nation without any
economy or cultural influence and no
significant conventional military might and
still be a huge player – a Harvey Weinstein
(with the same weight-loss program) – in the
theater of international relations.

However, in my “Doubts About Asia,” I keep
coming back to autocracy.
Well into Europe’s Renaissance and the
European Age of Discovery, China was still
the richest and most technologically advanced
nation in the world. Economic historians
estimate that in the 15th and 16th centuries
China accounted for between 25% and 30%
of the world’s economy. By 1960 the figure
was down to 5%. What happened?
Essentially just one thing – nothing.
During China’s Qing Dynasty (1636-1912),
China’s autocrats decided to shut China off
from commercial and intellectual contact
with the outside world. Ships were burned.
People were moved away from coastal regions.
The Qing Dynasty’s Qianlong Emperor, who
ruled China for most of the 18th century,
said, “Our land is so wealthy and prosperous
that we possess all things. Therefore, there is
no need to exchange the produce of foreign
barbarians for our own.”
My biggest worry about Asia is that some new
autocrat will have the same thought – and the
muscle to enforce his thinking.
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THE NOTSO-GREAT
WALL

By John
Podhoretz

HOW CHINA HASN’T TAKEN
OVER POP CULTURE YET

American moviegoers scratched their heads
in early 2017 when a trailer appeared out
of nowhere for an epic movie about rival
warlords in medieval China. It was big and
vast, with special effects on a grand scale.
But the overall footage was grainy and the
effects cheesy. The whole thing looked for
all the world like a mammoth project from
20 years ago that had gone bad and been
shipped straight to video. A minute or so
in, an actor dropped a hood – and there was
Matt Damon. Matt Damon is one of the
biggest stars in the world, particularly when it
comes to action movies. Damon was sporting
a pony tail. Damon looked to be grimacing.
Not since Kirk Douglas played Odysseus in
an Italian movie in the mid-1950s – in which
Douglas was the only person whose voice was
not dubbed into English – had there been
such a bizarre cultural juxtaposition.
The Damon movie was called The Great Wall.
In this telling, the Great Wall of China was
built not to stymie invaders but dragons. Now,
how a wall could keep out flying fire-breathing

creatures is far from clear, and later in the year
the HBO series Game of Thrones would literally
show the world how a dragon could take down
a wall about 650 feet taller in a couple of
minutes. But here it was. The Great Wall. An
epic about dragons and the Seventh Wonder
of the World. Starring a scowling ponytailed
Matt Damon. And it cost $150 million.
What on earth was Damon doing in this
thing? I’d wager what he was doing was taking
much of that $150 million and depositing
it in his bank account. Surely he earned
considerably more than his asking price of
$25 million to have taken a step backward
off the A-list into what was at best a B-plus
movie. But to be fair, it’s also true that
Damon does like to work with prestigious
directors. The Great Wall’s Zhang Yimou has
not only made famous art films like Raise the
CLICK
Red Lantern, and successful action films like
HERE
Hero, but was also the creator of the 2008
TO READ
Beijing Olympics opening ceremony. (That
THE WEB
one came with a $100 million price tag for a
VERSION
single three-hour show.)
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THE NOTSO-GREAT
WALL
The Great Wall was filmed entirely in China,
making it the most expensive movie ever
produced there by a factor of five. And The
Great Wall was a huge flop in the United
States, grossing a paltry $45 million and
resulting in a loss of some $75 million to
its distributor, Universal Pictures. The fact
that the movie underperformed shouldn’t be
surprising. Most do. But one gets the sense that
this movie was more than just a moneymaking
creative project gone wrong. It was designed
as an annunciation – the cultural declaration
that after nearly four decades of economic
transformation, China was ready to serve as
the “Next Great Pop-Culture Cash Cow” that
would save the movie business.
In the 1970s, cable television opened up a
new ancillary market for the motion picture.
In the 1980s, the videocassette and the advent
of video-rental stores came along. In the late
1990s, the VCR was superseded by the DVD.
All of these innovations provided new revenue
streams for the industry, especially with trick
packaging that turned movies into gifts and
collectibles. But then came streaming, the
ability just to rent a movie with the push of
a button. It meant an immediate end to the
repackaging profits. (When you hear stories
about the crisis in the entertainment industry
due to the rise of digital production, that’s
what you’re hearing about – the death of
the package. Record albums and CDs were
packages, too.) What on earth could be done?
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China could be done.
Reportedly, 22 movie screens open on
mainland China every week. Americans spend
more on movies than any other country in
the world. China has more moviegoers than
any other country in the world, if only by
default. Put them together and you should
have box-office dynamite. As the comedian
Albert Brooks, playing an agent, says to his
pianist client Dudley Moore in the 1984
movie Unfaithfully Yours, “It’s China. If
nobody comes, 200 million people show up.”
Consider this: A movie version of the video
game Warcraft tanked in the United States but
made $200 million in China, thus turning
what could have been a world-historical
disaster into a mild flop. Transformers 4 made
more in China than in the United States.
It’s no exaggeration, therefore, to say
China (and to a lesser extent India) appear
to Hollywood and the American movie
business in general as a beacon of salvation
in a changing world. The Chinese share of
the global box office rose from around 1%
in 1995 to nearly 18% in 2015. But the
expectation of never-ending growth smacks
of desperation, just like the making of The
Great Wall does. Will China spend three times
as much on movie tickets as it does now and
overtake America’s box-office dominance?
I suppose it’s possible. It’s also possible that
it’s reached its limit and that the same forces
limiting American box office will be at work
there – i.e., streaming services.
There’s also an element at work that
globalizers miss. I’m saying something
blindingly obvious when I say that the
cultural, religious, and social assumptions that

govern American films are not the same as the
ones that animate Eastern popular culture.
There are the entirely superficial differences
– Chinese vampires hop, for example. Then
there are deeper differences, which are best
discerned by an examination of the hundreds
of Chinese movies (mostly made in Hong
Kong) that remake (often to the point of
plagiarism) American hits. In 2016, the most
successful Chinese writer-director, Stephen
Chow, came out with The Mermaid, which owes
its existence to the 1984 Tom Hanks hit, Splash.

I am sure China is
becoming more like
us, but we are not
becoming more like
China – at least not
yet – and that is going
to limit the amount of
cross-cultural ferment.
Only Chow transmutes that mild comic love
story between a man who falls into the water
in Nantucket and is saved by a mermaid who
follows him to New York into the story of a
mermaid sent to kill a polluting businessman,
but keeps trying and failing and eventually
falls for him – whereupon her family starts
trying to kill him and fails.
The Mermaid is all but unwatchable, at least
to these Western eyes. The attempted murders
are slapstick of a kind that wouldn’t pass
muster on a Disney Channel show. When it
was released in America, it made $3.2 million.
In its first week in China, The Mermaid
grossed... $275 million. (Not a typo.)

That’s an extreme example, but as I say, there
are hundreds of similar stories. The same is
true of Indian movies, and Thai movies, and
Malaysian movies, and Korean movies. These
cultures adopt Western plots and Western
tropes for their pop cultures but revise them
to make sure they harmonize with their own
indigenous styles. What results is an often
hilarious mishmash entertaining (to us) only
because the civilizational clashes are so startling.
I am sure China is becoming more like us,
but we are not becoming more like China –
at least not yet – and that is going to limit the
amount of cross-cultural ferment. The other
force that limits the “Great International
Hope” is the Chinese regime, which remains
committed to the voicing of Marxist-Leninist
ideology even as its day-to-day behavior
violates every tenet in Das Kapital.
The government chooses which movies it
allows in and which it bans, and Hollywood
has already become expert in self-censorship
in this regard. Gone are the days when an
international thriller might have a Chinese
villain. The reverse is more likely. The
Martian and Arrival, two science-fiction films
from 2016, feature impressively dignified
officials from Beijing playing crucial roles
in helping otherwise hapless and clueless
Americans. Thus, in its own creative work,
the American movie industry has embraced
the idea that this vast and remarkable and
infinitely complex country can be the savior it
desperately hopes China will be if Hollywood
is to survive in anything remotely like the
configuration that began to take shape in Los
Angeles a century ago.
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I

have a good friend who is Chief Risk Officer at a “globally systemic”
financial institution (which is regulator-speak for “darn big and important”).
And, gosh, does my friend not want his name in print. “It would be risky,”
the Chief Risk Officer explains. However, he did agree to talk to me offthe-record. I’ll call him “Chief Risk Officer X.”

Before Chief Risk Officer X assumed his current duties, he was a banker in New
York for a large, international investment bank with a substantial presence in the
Far East. His work included early forays into “newly open-door” China.
My friend knows Asia. He knows risk. And he knows when the two are
synonymous... and when they aren’t.

P.J. O’Rourke: You know me, I’m a foggy old
Liberal Arts major. So I hope I’m getting
this right. As I understand it, the Chief Risk
Officer, or “CRO,” makes sure a company is
compliant with government regulations, and
reviews factors that could negatively affect
the company’s business and investments.
The CRO is the executive responsible for
identifying, analyzing, and mitigating events
that could threaten his or her company. Is
that correct, more or less?

The more
successful
move
through life
elegantly
and the less
successful
either push
too hard...
or are
paralyzed
by the fear
of anything
bad
happening
to them.
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Chief Risk Officer : More or less. The CRO’s

function is to understand the wide array of
potential outcomes that could result from the
risks that the company takes in its businesses
and the way those risks interplay with global
markets and economies. Furthermore, the
CRO has to ensure that all the stakeholders’
interests are correctly considered in balancing
risks with capacity to absorb losses.
P.J.: I don’t know if I’ve ever told you this,
but I think of your job as the “Job of Jobs.”
I mean, isn’t “identifying, analyzing, and
mitigating risks” what responsible adults,
decent parents, and good citizens do all
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day? For instance, when we say things like...
“Maybe you should let someone else drive,”
or “Stop sticking things up your nose!” or
“Don’t vote for that idiot, vote for the other
idiot.” Seems like we all are – or ought to be
– Risk Officers.

X

CRO : Certainly we all have a core

responsibility to balance risks with
opportunities as we move through life. The
more successful move through life elegantly
and the less successful either push too hard –
in your vernacular, “put things up their nose”
– or are paralyzed by the fear of anything
bad happening to them. Think of catatonic
types who own many, many cats. My job
is to ensure that the interests of the “Cat
Crowd” – nervous shareholders, customers,
counterparties, rating agencies, and regulators
– are appropriately represented in optimal
outcomes for the firm.
P.J.: Let’s say you’ve just become “Chief Risk
Officer of the World.” And, as World CRO,
you’re looking at the economies of the U.S.
and China...

X

INTERVIEW WITH
X

CRO : The current understanding of the

preponderance of experts seems to be that
the U.S. is in a much stronger position than
China to continue to grow and prosper – and
to meet future challenges as we move towards
new technologies, a digital economy, and a
world without work.
The growth and levels of respective debt and the
aging and shrinking of respective populations
are the two main pillars for this position. On
the surface, these arguments are compelling –
and certainly problematic for China. But on
a relative basis one can argue that the U.S. is
every bit as challenged, if not more.
China’s total debt levels, while profound
at over 300% of GDP, are materially lower
in comparison when U.S. debts are fully
aggregated to include mortgage debt, retail
debt, corporate debt, government-funded
debt (including state and municipal), and
unfunded obligations at the state, local, and
national level.
To give you an idea of the size of this
problem, in the financial statement that
the Congressional Budget Office releases
each February, the present burden of U.S.
government future obligations (offset by
anticipated future revenues) was estimated to
be $46 trillion at the end of 2016. (The most
recent figures we have.)
This is $46 trillion in obligations after the
subtraction of $15 trillion in payments
expected from future participants in the social
security system – many of whom haven’t
been born yet. And many of the rest are not
currently employed and maybe never will be.

CHIEF RISK
OFFICER

Add that $46 trillion to the governmentfunded and direct debt of approximately $20
trillion, then add state- and municipal-funded
and unfunded debt and we are substantially
in excess of 300% of GDP. And we haven’t
even mentioned private-sector debt, which
adds another 200%. Additionally, over the
past 30 years politicians have managed to
sell or do sale-leasebacks on just about every
government asset, leaving the government’s
asset-portfolio cupboard bare.
Of course, it’s not all bad news. Aggregate
net worth of Americans is in excess of 500%
of GDP, leaving us with adequate wealth
to repay this debt over time. However,
the individual citizens who own these
assets think of them as theirs, not the
government’s. Transferring private assets to
public coffers might be... problematic and
noisy.
The reason the U.S. economy continues to
grow despite this enormous debt burden
is that the U.S. dollar still reigns as the
world’s reserve currency. And the U.S.
economy continues to drive a large share
of global wealth, creating dollar net
worth worldwide.
As for China... Historically, the Chinese
economy was not a driver of global
wealth. But with the transformation
of that economy over the last 35
years, China has become the secondlargest contributor to global wealth
creation... and the fastest growing
both in percentage and nominal
currency terms.
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Political
instability is
a constant
worry,
and green
shoots of
growth can
quickly
revert to
destitution
and poverty.

True, much of China’s growth can be tied
back directly to debt creation... but still,
the world is paying attention. The strategy
seems to be working. And, even with all of
its growth, China’s per capita GDP is less
than one-seventh of America’s, leaving China
with substantial room for growth as domestic
demand creates additional wealth, and as
the globalization of the economy leads to
increased alignment of standards of living.
Finally, the Chinese government still owns
substantial assets – both real and corporate.
These are available to be transferred (in a way
that’s not “problematic and noisy”) should
circumstances require.
Because so much of China’s net worth
remains in government hands, it is available
to meet future needs. And, although
demographics are working against the
Chinese economy, the Chinese government
still has a system where the aged and infirm
are largely the responsibility of their children,
and not wards of the state – thus the slower
pace of China’s creation of unfunded longterm liabilities.
P.J.: Let’s delve a little deeper into China’s
demographics. A recent article in Forbes
claimed that the population in China may be
aging faster than anywhere else on earth –
even faster than at my house where the kids
are leaving for college and I’m getting older
by the minute.

X

CRO : Aging and declining population is

a much more nuanced issue. (Not at your
house. You are getting old.) But the path and
the metrics to quantify demographic trends
are much harder to discern than they are for
88
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purely economic trends. Yes, we can point to
the pace of Chinese population decline and
to the seemingly inevitable implications of
shrinking population on GDP. However, this
fails to recognize the complexity of China’s
emergence as a regional and global economic
power.
China is thriving in a region with the fastest
growing populations in the world – Malaysia
and Indonesia, for example. The region also
has emerging political stability, creating
platforms for economic growth.
Viewed demographically, the region’s
population remains stable over time, with
China providing an engine to drive growth
and promote stability in regional partners.
P.J.: Another possible problem is China still
being heavily import-dependent for its
energy and manufacturing needs. Does this
make China the “Jimmy Carter” of Asia?

X

CRO : No. Besides regional population

growth offsetting China’s demographics,
there are emerging – though still tenuous –
alliances with resource-rich African countries.
The prospects for the creation of growth
in Africa might be a solution for Chinese
resource needs. Imagine the creation of a panAsian economic region led by China, with
strong investments in sub-Saharan Africa.
Admittedly there are many places where this
strategy and vision can break down. Political
instability is a constant worry, and green shoots
of growth can quickly revert to destitution
and poverty. But given the benefits of these
alliances, combined with China’s consumer
demand, capital, and capabilities, it is not
unreasonable to assume that these alliances

X

INTERVIEW WITH
will reduce – if not eliminate – the linkage
between shrinking population and resource
dependency and Chinese economic growth.
And there’s another aspect to the energy
question. The Chinese are also very focused
on creating a greener environment. Partly, this
is due to significant objections to the current
state of air quality in Beijing and Shanghai.
But there’s a strong “renewable-sustainable”
aspect to the program. And the Chinese
government has the ability to effect and
enforce its program quickly.
P.J.: And yet another problem... rule of
law and property rights. The U.S. has
transparent rule of law and property rights.
Rule of law and property rights in China are,
to be polite, opaque.

X

CRO : The rule of law question is interesting.

In the U.S. we have well-defined property
rights. But... Think about the implications of
our aggregate debt. You will see an inevitable
transformation over the very long term. So,
while Chinese property rights and rule of law
are – to be kind – “developing,” our property
rights are likely to be superseded by the
realities of wealth transfer promises made over
the last 40 years.
P.J.: Not to be “Debbie Downer” here, but
in December, Deutsche Bank analysts
released a report estimating that China is
twice as likely as other major economies to
experience a financial crisis in the relatively
near future. The analysts pointed to Chinese
businesses’ notoriously high debt levels.

X

CRO : I cannot imagine how Deutsche

derived the prediction that China is twice
as likely as other economies to have a crisis
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– other than by doing some sort of simple
volatility analysis or through some kind of
“mean reversion” thought process – like,
“what goes up must come down.”

It is likely that in the short term, the Chinese
path is bumpy. There will be plenty of
stakeholders overreacting as data points are
unveiled. The way forward is complex, with
political and economic challenges. But while
China’s government is saddled with having to
do a lot to keep its citizens on board with the
economic transformation and not in revolt,
the government is doing it with a lot of very
smart folks who are thinking about longterm objectives and solutions.
The Chinese are not subject to a political
system that consistently elects charlatans,
frauds, and people-pleasers maneuvering
through choppy waters while trying to be
re-elected from the day they reach office.
The Chinese are not subject to a political
system that necessarily focuses only on the
short term.
P.J.: An excellent vest-pocket
description of our political system.
And yet, in the long term, democracies
have produced the best economic
results. Speaking of which, Japan has
a political system similar to our own.
And Japan did very well for a long
time. Any chance of a second wind for
the Japanese economy?

X

CRO : That’s increasingly a real

possibility, although the population
issue is very much in play there,
as well as debt levels. However,
American Consequences
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the power of the remarkable spending by
developed countries over the last decade,
combined with the inevitable reversal of
inertia, is creating real economic growth in
virtually all corners of the globe. Even with its
challenges, Japan continues to have a highly
educated workforce and substantial sources of
capital.
Economies with those advantages – even if
they have epic levels of debt – are likely to do
well... perhaps even very well.

Democracy
makes it
certain
that hard
decisions
and difficult
choices are
deferred or
made slowly
or partially.

P.J.: Why hasn’t India’s economic growth
kept pace with China’s? India would seem
to have many advantages – high rates of
literacy in English, civil liberties, reasonably
good rule of law and property rights, longstanding trade ties to the West...

X

CRO : While economic growth and systemic

transformations in India have been very
positive over the last decades, it’s true that
India hasn’t kept pace with China. Why? This
may seem revolutionary to say but, in a word,
democracy.
Democracy makes it certain that hard
decisions and difficult choices are deferred or
made slowly or partially. This versus the more
authoritarian Chinese way of doing things.
Democracy will continue to muddy the path
forward for India.
My comments about democracy are not just
aimed at India. However, the problem with
dictatorships is that they come in two forms.
There’s the good kind – benevolent, with due
process and legal infrastructure. And there’s
the bad kind – mercurial despots acting like
absolute monarchs with authority unlimited
by law, legislation, popular will, or traditional
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customs. The problem being that the good
kind can change into the bad kind without
warning.
P.J.: Still, what you say about democracy is
not good news.

X

CRO : You didn’t ask me for good news.
P.J.: As you survey Asia’s economic scene,
are there any places that you would tell
investors and business people to “stay the
hell away from”? Are there some mangy
dogs among the tigers?

X

CRO : While each of the tigers in Southeast

Asia has relative strengths and weaknesses and
differing levels of risk, if the pan-Asian notion
continues to gain ground it is hard to find
a truly mangy mutt. Of course, this could
all turn on its ear if prospects for political
stability start to look cloudy.
P.J.: Lastly, since you’re the world’s Chief
Risk Officer, I feel obliged to ask you, “North
Korea, WTF?” Should the world fight? Or
flee? Or shelter in place?

X

CRO : I suspect the answer is to relax.

Partially because if you live in Seoul, fleeing
isn’t terribly useful. (Maybe it isn’t useful
if you live in Hawaii, either.) And partially
because the North Koreans are unlikely
to start an affair that could end with a
substantial part of their population being
eradicated. My hope is that they are whack
jobs – but not suicidal!

ADVERTORIAL

1,000%+ Profit Target:

The tiny “speculation” former Stansberry analyst E.B. Tucker uncovered in
London

Former Stansberry analyst and co-editor E.B. Tucker recently held a secret meeting in London.
Joining him were 7 of the wealthiest and most connected men in the world…
A Norwegian who owns an investment bank… A “super wealthy Greek guy whose wife is even
richer”… along with 5 other CEOs, advisors, and financiers. But the single best opportunity
he found came from the geologist pictured here.
This man already has an $8.8 billion gold discovery under his belt… but is on the cusp of
finding an even bigger gold stash in his latest project.
And the best part?
This man’s company is still tiny… In fact, the stock currently trades for only $3!
But that might not last. Bloomberg just did a story on this company. And there’s an
important deadline coming up March 31st.
E.B. did a full write-up on this opportunity.
You can see it for yourself here…
Editorial Note: Even though E.B. met this geologist in London… this $3 stock trades in the U.S.
just like Apple, Microsoft, and other “blue chip” companies. Check out E.B.’s report for full
details.

China’s Trillion-Dollar Plan to

TAKE OVER THE WORLD
WHILE THE U.S. BACKS AWAY FROM FREE TRADE...
CHINA STEPS FORWARD
Walls – both metaphorical and physical
– are going up all over the world.

U.S. President Donald Trump has taken a
“Fortress America” approach to global trade.
Trump has led the U.S. into a sharp shift away
from globalization – from promising to build a
wall on the U.S./Mexico border and making it
more difficult for people from certain countries
that happen to be majority Muslim to enter
the U.S., to withdrawing the U.S. from the
climate change Paris Agreement.
Tensions
between
China and
the U.S.
are slowly
escalating...
which may
eventually
lead to
an all-out
trade war.
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One of Trump’s first acts as president was to pull
the U.S. out of the Trans-Pacific Partnership
(TPP) – a 12-country deal that would have
encompassed around 40% of total global output.
Meanwhile, tensions between China and
the U.S. are slowly escalating... which may
eventually lead to an all-out trade war.
And it’s not just the U.S. that’s turning
inward. Britain’s vote to exit the European
Union signaled a similar shift. And
throughout much of Europe, the rise of rightwing nationalist parties, who tend to equate
globalization and open trade with the refugee
crisis and terrorism, is putting the unity of
the European Union under pressure. In short,
many developed, western countries view
globalization as a threat to their future.
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While the U.S. is backing away from
globalization, China is filling the
vacuum.
One of the most important
benefits of globalization is free
trade. And China has made
it clear that it will be happy to
replace the U.S. in any potential
trade deals – most notably in the
wake of the dissolution of the TPP.
At least two other proposed trade deals,
the Regional Comprehensive Economic
Partnership (RCEP) and the Free Trade Area
of the Asia-Pacific (FTAAP), could help bind
Asia more tightly together – only with China,
not the U.S., as the glue.
America’s shift inward also means that China’s
efforts to deepen its political and economic
influence throughout the world will meet
fewer roadblocks.
One example of China becoming a larger
force on the global playground is its One Belt
One Road (OBOR) initiative. OBOR is a
large-scale development and infrastructure
program announced by Chinese President
Xi Jinping in late 2013. In time, OBOR will
connect China to Europe, Africa and Asia by
road, rail and sea.

OBOR in many ways is a continuation of
China’s ongoing efforts to expand its reach
throughout the world. China has investments
underway in everywhere from Brazil (China
is Brazil’s largest trade partner), to Ukraine
(where a few years ago a Chinese firm signed
a 50-year lease for around 5% of the country’s
land mass), to the African continent (where
China is the single largest source of foreign
direct investment) to Sri Lanka (where
China has taken over a large – if for
now, under-utilized – port and has
numerous other investments).

China accounts for 20% of all global research
& development spending. That’s a close
second behind the U.S., which accounts for
26% of global spending.

China is a major global investor
– with strings attached – through
Asia and beyond. The OBOR
initiative incorporates around 60
countries, which account for a third of
global GDP and around 60% of the global
population.

These are just a few examples of the slow but
inexorable shift of the global political and
economic center, from west to east. And the
looming U.S. trade war with China will likely
only accelerate this shift...

In total, China says it will invest $4 trillion
into OBOR initiatives.
OBOR is a way that China can cement its
strategic interests across a huge swathe of the
world at the same time.
And unlike the West, China doesn’t interfere
with internal affairs of other countries. That’s
attractive to some governments that have
grown tired of Western reform demands
(like democracy or market liberalization) in
exchange for financial help.
China also seeks to close the technology gap
between it and the U.S. by leading the charge
on investment in new technology. Much of the
world views China as a nation of copycats and
counterfeits... And most of the world is wrong.

In the field of artificial intelligence, China is also
second – just behind the U.S. in terms of the
number of AI companies and the corresponding
amount of financing received by those firms.
And when it comes to simply brute
computing power, China is the world leader.
Since mid-2013, China has held claim to the
world’s fastest supercomputer.

By Kim
Iskyan
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THE WEB
VERSION

Kim Iskyan is the publisher of Stansberry
Churchouse Research, an independent
investment research company based
in Singapore and Hong Kong. Kim has
nearly 25 years of experience as a
stock analyst, hedge fund manager,
political risk consultant, and financial
commentator in more than half a dozen
emerging and frontier markets.
You can find more of Kim’s insights
in the Asia Wealth Investment Daily
letter. It’s a must-read if you are at all
interested in the shift from west to east.
(Legendary investor Jim Rogers reads
it every day.) And if you’re interested
in profiting from the coming trade
war... with an opportunity that’s largely
unnoticed by most investors... click here
to learn more.
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THE CERTAIN LOSER
IN NOVEMBER’S
CONGRESSIONAL ELECTIONS
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